OFFERING MEMORANDUM 


z= DATA FELLOWS 


Integrated Solutions for Enterprise Security 


6,260,000 Shares 
Offer Price: € 7.70 per Share 








5,400,000 shares (the “Shares”) of Data Fellows Corporation, a company incorporated in the Republic of Finland 
(the “Company”), are being offered for sale by the Company and 610,000 shares are being offered by certain existing 
shareholders of the Company (as described herein, the “Selling Shareholders”). The offering is being made to 
(1) institutional investors internationally (the “Institutional Offering”) and (11) retail investors in the Republic of Finland 
(the “Retail Offering” and, together with the Institutional Offering, the “Offering”). The price per Share is the same for 
all investors in the Offering. In addition, the Company is issuing and offering 250,000 Shares to employees of the 
Company and its subsidiaries in a separate offering at the same price per Share as the Shares being offered in the Offering 
less a discount of ten percent. Offers and sales of Shares outside of the United States are being made in reliance on 
Regulation S under the Securities Act of 1933, as amended (the “Securities Act”), and offers and sales of Shares in the 
United States will be made only to qualified institutional buyers in reliance on Rule 144A under the Securities Act. The 
Company has granted Enskilda Securities, on behalf of the Underwriters (as defined herein), an option, exercisable, 
subject to approval by BancBoston Robertson Stephens International Ltd., at any time within 30 days after the date of this 
Offering Memorandum to purchase up to an aggregate of 900,000 additional Shares solely to cover over-allotments, if any 
(the “Over-Allotment Option”). See “Underwriting.” 


Prior to the Offering, there has been no public market for the Shares. Application has been made for the Shares to be 
listed on the main list of the Helsinki Securities and Derivatives Exchange, Clearing House Ltd. (the “Helsinki 
Exchanges”). Trading of the Shares on the main list of the Helsinki Exchanges is expected to commence on or about 
November 9, 1999. The Shares have been approved for listing on the pre-list of the Helsinki Exchanges from November 5, 
1999 until the commencement of the trading of the Shares on the main list of the Helsinki Exchanges. 





See “Risk Factors” for a discussion of certain matters that should be considered 
in connection with an investment in the Shares. 





THE SHARES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT AND MAY NOT BE 
OFFERED OR SOLD WITHIN THE UNITED STATES, EXCEPT PURSUANT TO AN EXEMPTION FROM, OR IN 
A TRANSACTION NOT SUBJECT TO, THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT. 
ACCORDINGLY, THE SHARES ARE BEING OFFERED AND SOLD ONLY (A) TO QUALIFIED INSTITUTIONAL 
BUYERS (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) IN RELIANCE ON RULE 144A UNDER 
THE SECURITIES ACT AND (B) TO CERTAIN PERSONS IN OFFSHORE TRANSACTIONS IN RELIANCE ON 
REGULATION S UNDER THE SECURITIES ACT. FOR CERTAIN RESTRICTIONS ON RESALE OF THE 
SHARES, SEE “TRANSFER RESTRICTIONS.” 





The Shares are offered severally by the Underwriters, subject to receipt and acceptance by them and subject to their 
right to reject any order in whole or in part. It is expected that the Shares will be ready for delivery through the facilities of 
the Finnish Book-Entry System, Morgan Guaranty Trust Company of New York, Brussels office, as operator of the 
Euroclear System, or Cedelbank, société anonyme on or about November 9, 1999, against payment therefor in immedi- 
ately available funds. 


Enskilda Securities Robertson Stephens International 
Joint Lead Managers 





Robertson Stephens International Enskilda Securities 


Evli Securities 
Retail Manager 


The date of this Offering Memorandum is November 1, 1999. 
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The Company owns or has rights to the trademarks or trade names it uses in conjunction with the sale of its 
products. “Data Fellows,” “F-Secure” and the Data Fellows logo are registered trademarks of Data Fellows 
Corporation in certain jurisdictions; in certain other jurisdictions, an application for trademark registration has been 
filed. All other trademarks or trade names referred to in this Offering Memorandum are the property of their 
respective owners. 





CERTAIN INFORMATION WITH RESPECT TO THE OFFERING 


DATA FELLOWS CORPORATION ACCEPTS RESPONSIBILITY FOR THE COMPLETENESS AND 
ACCURACY OF THE INFORMATION CONTAINED IN THIS OFFERING MEMORANDUM. TO THE BEST 
KNOWLEDGE AND BELIEF OF THE MEMBERS OF THE BOARD OF DIRECTORS OF THE COMPANY 
(WHO HAVE TAKEN ALL REASONABLE CARE TO ENSURE THAT SUCH IS THE CASE), THE INFOR- 
MATION CONTAINED IN THIS OFFERING MEMORANDUM IS ACCURATE AND COMPLETE IN ALL 
MATERIAL RESPECTS AND THERE HAVE NOT BEEN OMITTED MATERIAL FACTS, THE OMISSION 
OF WHICH WOULD MAKE MISLEADING ANY STATEMENTS OF FACT OR OPINION CONTAINED 
HEREIN. EACH SELLING SHAREHOLDER ACCEPTS RESPONSIBILITY FOR THE INFORMATION CON- 
TAINED IN THIS OFFERING MEMORANDUM WITH RESPECT TO HIS RESPECTIVE SHAREHOLDING 
IN THE COMPANY. OTHER THAN AS SET FORTH ABOVE, NO REPRESENTATION OR WARRANTY, 
EXPRESS OR IMPLIED, IS MADE BY THE COMPANY, THE SELLING SHAREHOLDERS OR THE 
UNDERWRITERS AS TO THE ACCURACY OR COMPLETENESS OF SUCH INFORMATION AND NOTH- 
ING CONTAINED IN THIS OFFERING MEMORANDUM IS, OR SHALL BE RELIED UPON AS, A PROM- 
ISE OR REPRESENTATION BY THE COMPANY, ANY SELLING SHAREHOLDER OR ANY UNDER- 
WRITER AS TO THE PAST OR THE FUTURE. 


NO PERSON HAS BEEN AUTHORIZED TO GIVE ANY INFORMATION OR TO MAKE ANY REPRE- 
SENTATION NOT CONTAINED IN THIS OFFERING MEMORANDUM AND, IF GIVEN OR MADE, SUCH 
INFORMATION OR REPRESENTATION MUST NOT BE RELIED UPON AS HAVING BEEN AUTHORIZED 
BY THE COMPANY, THE SELLING SHAREHOLDERS OR THE UNDERWRITERS. NEITHER THE DELIV- 
ERY OF THIS OFFERING MEMORANDUM NOR ANY SALE MADE HEREUNDER SHALL, UNDER ANY 
CIRCUMSTANCES, CREATE ANY IMPLICATION THAT THE INFORMATION HEREIN IS CORRECT AS 
OF ANY TIME SUBSEQUENT TO THE DATE HEREOF OR THAT THERE HAS BEEN NO CHANGE IN 
THE AFFAIRS OF DATA FELLOWS SINCE SUCH DATE. 


IN CONNECTION WITH THE OFFERING, ENSKILDA SECURITIES OR ITS AFFILIATES OR 
AGENTS, ON BEHALF OF THE UNDERWRITERS, MAY, SUBJECT TO APPROVAL BY BANCBOSTON 
ROBERTSON STEPHENS INTERNATIONAL LTD., OVER-ALLOT OR EFFECT TRANSACTIONS WHICH 
STABILIZE OR MAINTAIN THE MARKET PRICES OF THE SHARES WHICH MIGHT NOT OTHERWISE 
PREVAIL IN THE OPEN MARKET. SUCH TRANSACTIONS MAY BE EFFECTED ON THE HELSINKI 
EXCHANGES OR OTHERWISE. SUCH STABILIZATION, IF COMMENCED, MAY BE DISCONTINUED AT 
ANY TIME AND, IN ANY EVENT, WILL BE DISCONTINUED THIRTY DAYS AFTER THE DATE HEREOF. 
ENSKILDA SECURITIES OR ITS AFFILIATES OR AGENTS MAY PURCHASE OR SELL A MAXIMUM OF 
1,800,000 SHARES IN SUCH TRANSACTIONS. HOWEVER, THIS AMOUNT MAY BE INCREASED IN 
THE EVENT OF ADVERSE MARKET CONDITIONS. AFTER THE TERMINATION OF THE STABILIZING 
PERIOD, ENSKILDA SECURITIES SHALL PUBLISH IN ACCORDANCE WITH THE RULES OF THE 
HELSINKI EXCHANGES THE AGGREGATE NUMBER OF SHARES PURCHASED, THE AGGREGATE 
NUMBER OF SHARES SOLD AND THE AVERAGE, MAXIMUM AND MINIMUM PRICE FOR SUCH 
TRANSACTIONS. FOR A DESCRIPTION OF THESE ACTIVITIES, SEE “UNDERWRITING.” 


IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR OWN EXAMINA- 
TION OF DATA FELLOWS AND THE TERMS OF THIS OFFERING, INCLUDING THE MERITS AND 
RISKS INVOLVED. THE SECURITIES OFFERED HEREBY HAVE NOT BEEN RECOMMENDED BY ANY 
UNITED STATES FEDERAL OR STATE SECURITIES COMMISSION OR ANY REGULATORY AUTHOR- 
ITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR 
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY 
IS A CRIMINAL OFFENSE. 


THE DISTRIBUTION OF THIS OFFERING MEMORANDUM AND THE OFFER OR SALE OF THE 
SHARES IN CERTAIN JURISDICTIONS IS RESTRICTED BY LAW. PERSONS INTO WHOSE POSSESSION 
THIS OFFERING MEMORANDUM MAY COME ARE REQUIRED BY THE COMPANY, THE SELLING 
SHAREHOLDERS AND THE UNDERWRITERS TO INFORM THEMSELVES ABOUT AND TO OBSERVE 
SUCH RESTRICTIONS. THIS OFFERING MEMORANDUM MAY NOT BE USED FOR, OR IN CONNEC- 
TION WITH, ANY OFFER TO, OR SOLICITATION BY, ANYONE IN ANY JURISDICTION OR UNDER ANY 
CIRCUMSTANCES IN WHICH SUCH OFFER OR SOLICITATION IS NOT AUTHORIZED OR IS UNLAW- 
FUL. FURTHER INFORMATION WITH REGARD TO RESTRICTIONS ON OFFERS AND SALES OF THE 
SHARES AND THE DISTRIBUTION OF THIS OFFERING MEMORANDUM IS SET FORTH UNDER 
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“TRANSFER RESTRICTIONS.” THIS OFFERING MEMORANDUM DOES NOT CONSTITUTE AN OFFER 
TO SELL OR A SOLICITATION OF AN OFFER TO BUY ANY OF THE SHARES IN ANY JURISDICTION 
TO ANY PERSON TO WHOM IT IS UNLAWFUL TO MAKE SUCH AN OFFER IN SUCH JURISDICTION. 


U.S. Securities Laws Considerations 


THE SHARES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT AND MAY NOT, 
UNLESS SO REGISTERED, BE OFFERED OR SOLD WITHIN THE UNITED STATES OR TO, OR FOR THE 
ACCOUNT OR BENEFIT OF, U.S. PERSONS (AS DEFINED IN REGULATION S UNDER THE SECURITIES 
ACT), EXCEPT PURSUANT TO AN EXEMPTION FROM, OR IN A TRANSACTION NOT SUBJECT TO, 
THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT AND APPLICABLE STATE SECURI- 
TIES LAWS. ACCORDINGLY, THE SHARES BEING OFFERED HEREBY ARE BEING OFFERED AND 
SOLD ONLY (A) IN THE UNITED STATES, TO QUALIFIED INSTITUTIONAL BUYERS (AS DEFINED IN 
RULE 144A UNDER THE SECURITIES ACT) IN RELIANCE ON THE EXEMPTION FROM THE REGIS- 
TRATION REQUIREMENTS OF THE SECURITIES ACT PROVIDED BY RULE 144A AND (B) OUTSIDE 
THE UNITED STATES, TO CERTAIN PERSONS IN OFFSHORE TRANSACTIONS IN RELIANCE ON 
REGULATION S UNDER THE SECURITIES ACT. PROSPECTIVE PURCHASERS ARE HEREBY NOTI- 
FIED THAT SELLERS OF THE SHARES MAY BE RELYING ON THE EXEMPTION FROM THE REGIS- 
TRATION PROVISIONS OF SECTION 5 OF THE SECURITIES ACT PROVIDED BY RULE 144A AND 
REGULATION S. FOR CERTAIN RESTRICTIONS ON RESALE OF THE SHARES, SEE “TRANSFER 
RESTRICTIONS.” 


FOR NEW HAMPSHIRE RESIDENTS ONLY: NEITHER THE FACT THAT A REGISTRATION STATE- 
MENT OR AN APPLICATION FOR A LICENSE HAS BEEN FILED UNDER CHAPTER 421-B OF THE NEW 
HAMPSHIRE REVISED STATUTES WITH THE STATE OF NEW HAMPSHIRE NOR THE FACT THAT A 
SECURITY IS EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW 
HAMPSHIRE CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE THAT 
ANY DOCUMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT MISLEADING. NEITHER 
ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION OR EXCEPTION IS AVAILABLE FOR A 
SECURITY OR A TRANSACTION MEANS THAT THE SECRETARY OF STATE HAS PASSED IN ANY WAY 
UPON THE MERITS OR QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAL TO, ANY 
PERSON, SECURITY OR TRANSACTION. IT IS UNLAWFUL TO MAKE, OR CAUSE TO BE MADE, TO 
ANY PROSPECTIVE PURCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION INCONSISTENT 
WITH THE PROVISIONS OF THIS PARAGRAPH. 





United Kingdom Restrictions 


NO DOCUMENT ISSUED IN CONNECTION WITH THE OFFER OF THE SHARES MAY BE PASSED 
ON TO ANY PERSON IN THE UNITED KINGDOM UNLESS THAT PERSON IS OF A KIND DESCRIBED 
IN ARTICLE 11(3) OF THE FINANCIAL SERVICES ACT 1986 (INVESTMENT ADVERTISEMENTS) 
(EXEMPTIONS) ORDER 1996 (AS AMENDED) OR IS A PERSON TO WHOM THE DOCUMENT MAY 
OTHERWISE LAWFULLY BE ISSUED OR PASSED ON. 


SPECIAL CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS 


Certain statements in this Offering Memorandum, including but not limited to certain statements set forth 
under the captions “Summary,” “Risk Factors,” “Managements Discussion and Analysis of Financial Condition 
and Results of Operations” and “Business of Data Fellows,” are based on the beliefs of management as well as 
assumptions made by and information currently available to management, and such statements may constitute 
forward-looking statements. Such forward-looking statements involve known and unknown risks, uncertainties and 
other important factors that could cause the actual results, performance or achievements of Data Fellows, or 
industry results, to differ materially from any future results, performance or achievements expressed or implied by 
such forward-looking statements. Such risks, uncertainties and other important factors include, among others: 
general economic and business conditions; industry trends; currency fluctuations; the impact of the entry of new 
competitors into business areas and markets where Data Fellows operates; the impact of the commercial introduc- 
tion of the F-Secure Framework and the future sales of applications based upon the F-Secure Framework on the 
Company’s future revenues and profitability; the outcome of the current disagreement with SSH Communications 
Security Oy (“SSH Communications”) relating to technology licensed from SSH Communications utilized in the 
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Company’s F-Secure SSH application; changes in business strategy or development plans or targets; the develop- 
ment of new data security software products; availability, terms and deployment of capital; availability of qualified 
personnel; changes in, or the failure or inability to comply with, government regulations; the identification and 
consummation of strategic investments; and other factors referenced in this Offering Memorandum. These forward- 
looking statements are not guarantees of the future operational or financial performance of Data Fellows. In 
addition to factors that may be described elsewhere in the Offering Memorandum, the factors discussed under 
“Risk Factors” could cause Data Fellows’ actual results of operations or its financial condition to differ materially 
from those expressed in any forward-looking statement. Should one or more of these risks or uncertainties 
materialize, or should any underlying assumptions prove to be incorrect, Data Fellows’ actual results of operations 
or its financial condition could differ materially from those described herein as anticipated, believed, estimated or 
expected. The Company does not intend and does not assume any obligation to update any forward-looking 
statements contained herein. See “Risk Factors.” 


FINANCIAL AND CERTAIN OTHER INFORMATION 


In this Offering Memorandum, the Company has included both historical statutory consolidated financial 
statements (the “Historical Statutory Consolidated Financial Statements”) and restated consolidated financial 
statements (the “Restated Consolidated Financial Statements”). In preparing the Restated Consolidated Financial 
Statements, the Company has restated the Historical Statutory Consolidated Financial Statements to facilitate the 
comparability of the Company’s financial statements with those of companies operating in similar lines of business. 
In particular, the Restated Consolidated Financial Statements have been restated to reflect the Company’s change in 
its revenue recognition policy. Prior to December 31, 1997, the Company recognized 100 percent of the revenues 
from software sales agreements, including that portion of the agreement related to maintenance, upon execution of 
the software agreement and delivery of the software. Effective January 1, 1998, the Company has recognized 
revenues related to maintenance ratably over the period covered by the maintenance provision of the agreement. 
Royalty expenses related to the restated maintenance revenues and the tax effect resulting from the deferral of 
revenues and related expenses have also been restated accordingly. The Restated Consolidated Financial Statements 
have also been presented to illustrate the consolidated results of Data Fellows as if the results of the Company’s 
securities trading activity had been recorded as financial income or expense; until December 31, 1998, the 
Company recorded purchases and sales of trading securities as cost of revenues and revenues, respectively. See 
“Accounting Principles of the Restated Consolidated Financial Statements” included as part of the Notes to the 
Restated Consolidated Financial Statements for a more detailed discussion of the accounting principles used in 
preparing the Restated Consolidated Financial Statements. Management believes that the Restated Consolidated 
Financial Statements give a true and fair view of Data Fellows’ results of operations and financial condition for the 
periods presented. In this Offering Memorandum, the Company has also included interim consolidated financial 
statements (the “Interim Consolidated Financial Statements”), which have been prepared on the same basis as the 
Restated Consolidated Financial Statements. 


Effective January 1, 1999, Finland and ten other member states of the European Union adopted the euro as 
their common currency. In this Offering Memorandum, Data Fellows has presented its Restated Consolidated 
Financial Statements and its Interim Consolidated Financial Statements in euros. The Restated Consolidated 
Financial Statements for all periods presented and the Interim Consolidated Financial Statements for the six months 
ended June 30, 1998 were prepared in Finnish markkas, and have been restated into euros using the irrevocable 
conversion rate of € 1.00 = FIM 5.94573. The Restated Consolidated Financial Statements for all periods presented 
and the Interim Consolidated Financial Statements as of or for the six months ended June 30, 1998 depict the same 
trends as would have been presented if Data Fellows had continued to present consolidated financial statements in 
Finnish markkas. However, the Restated Consolidated Financial Statements and the Interim Consolidated Financial 
Statements of Data Fellows for periods prior to January 1, 1999 are not comparable to the financial statements of 
other companies that currently report in euros and that have restated their financial statements from a currency 
other than Finnish markkas. The Historical Statutory Consolidated Financial Statements included in this Offering 
Memorandum have been prepared in Finnish markkas and are presented herein both in Finnish markkas and in 
euros. 


The Restated Consolidated Financial Statements and Interim Consolidated Financial Statements have been 
prepared in accordance with generally accepted accounting principles in Finland (“Finnish GAAP”), which differ 
in certain significant respects from generally accepted accounting principles in the United States (“U.S. GAAP”). 
For a discussion of the principal differences between Finnish GAAP and U.S. GAAP as they relate to Data Fellows, 
see “Annex A: Summary of Certain Differences Between Finnish GAAP and U.S. GAAP” Beginning from the fiscal 
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year 1998, the Company’s auditors are Tilintarkastajien Oy — Ernst & Young, whose report on the Restated 
Consolidated Financial Statements as of or for the years ended December 31, 1996, 1997 and 1998 appears 
elsewhere in this Offering Memorandum. 


See “Annex B: Key Figures and Financial Ratios of Data Fellows” for additional financial information 
relating to Data Fellows. Unless otherwise indicated, to the extent that this Offering Memorandum makes reference 
to financial data, such financial data has been derived from the Restated Consolidated Financial Statements or the 
Interim Consolidated Financial Statements. 


The Company intends to publish its annual financial statements commencing from the fiscal year ending 
December 31, 1999 and interim financial statements quarterly commencing from the quarter ending September 30, 
1999. 


The source of certain market statistics presented in this Offering Memorandum is derived from the Interna- 
tional Computer Security Association (ICSA) and the Gartner Group. Estimates with respect to market statistics 
relating to Data Fellows are based upon the reasonable estimation of the Company’s management. 


Unless the context otherwise requires, as used herein, the term “Company” and “Data Fellows” refers to Data 
Fellows Corporation and its consolidated subsidiaries. As used herein, the term “Selling Shareholders” refers to 
certain existing shareholders of the Company as described under the caption “Ownership Structure.” 


The financial information and certain other information set forth in a number of tables in this Offering 
Memorandum has been rounded to the nearest whole number or the nearest decimal. Accordingly, in certain 
instances, the sum of the numbers in a column may not conform exactly to the total figure given for that column. In 
addition, certain percentages, including period-to-period percentage changes, reflect calculations based upon the 
underlying information prior to rounding, and accordingly may not conform exactly to the percentages that would 
be derived if the relevant calculations were based upon the rounded numbers. 


Except as otherwise indicated, all information in this Offering Memorandum assumes that the Over-Allotment 
Option is not exercised. 


ENFORCEMENT OF LIABILITIES AND SERVICE OF PROCESS 


The Company is organized under the laws of Finland, with its domicile in Espoo. Most of the directors and 
executive officers of the Company and certain of the experts named herein are non-residents of the United States. 
All or a substantial portion of the assets of such non-resident persons and of the Company are located outside the 
United States. As a result, it may not be possible for investors to effect service of process within the United States 
upon such persons or the Company, or to enforce against them in U.S. courts judgments obtained in such courts 
predicated upon civil liability provisions of the Federal securities laws of the United States. The Company has been 
advised by White & Case LLP that there is doubt as to the enforceability in Finland, in original actions instituted in 
U.S. courts, of civil liabilities predicated solely upon the Federal securities laws of the United States. 


In addition, the Company has been advised by White & Case LLP that the United States and Finland do not 
currently have a treaty providing for reciprocal recognition and enforcement of judgments in civil and commercial 
matters. Therefore, final judgments for the payments of money rendered by a U.S. court in the United States based 
on civil liability, whether or not predicated solely upon the Federal securities laws of the United States, would not be 
enforceable in Finland unless a title of execution is issued by a Finnish court. In a proceeding to obtain such a title, 
the judgment of the U.S. court will constitute circumstantial evidence with respect to the questions of fact 
presented. 


AVAILABLE INFORMATION 


The Company intends to publish annual reports, including consolidated financial statements for the preceding 
year, commencing with the year ending December 31, 1999, and also to publish interim reports, including 
unaudited interim consolidated financial statements, covering each of the first three quarters of each financial year, 
commencing with the quarter of the financial year ending September 30, 1999. 


The Company is not currently required to file periodic reports under Section 13 or 15 of the U.S. Securities 
Exchange Act of 1934, as amended (the “Exchange Act”). The Company has, however, agreed to (i) furnish certain 
public reports and documents to the U.S. Securities and Exchange Commission (the “SEC”) pursuant to 
Rule 12g3-2(b) under the Exchange Act, (ii) be subject to the periodic reporting and other requirements under the 
Exchange Act and, in accordance with the Exchange Act, to file reports and other information with the SEC or 
(111) furnish to investors upon request such information as may be required under Rule 144A. 


[THIS PAGE INTENTIONALLY LEFT BLANK] 


SUMMARY 


The following summary should be read in conjunction with, and is qualified in its entirety by, the detailed 
information, including “Risk Factors,” the Restated Consolidated Financial Statements and the Interim Consoli- 
dated Financial Statements, appearing elsewhere in this Offering Memorandum. For the definition of selected 
technical terms used in this Offering Memorandum, see the Glossary included in this Offering Memorandum. 


The Company 


Data Fellows is a leading provider of data security solutions. The Company develops, markets and supports a 
broad range of centrally managed and widely distributed best-of-breed anti-virus and encryption software applica- 
tions as well as the F-Secure Framework, a data security architecture for corporate computer networks. The 
Company’s products enable enterprises to protect corporate information by defining the appropriate level of data 
security and centrally managing and monitoring the execution of data security so that it is transparent and 
unobtrusive to end-users and does not interfere with their daily work activities. In the summer of 1999, the 
Company introduced its F-Secure Framework, a scalable, centrally administered management architecture that 
integrates the Company’s software applications as well as future F-Secure Framework-enabled and compatible 
applications of other vendors. The F-Secure Framework enables the delivery of Security as a Service", the 
provision of data security as a remotely-managed service either by internal IT departments or third-party service 
providers. Security as a Service is intended to capitalize on the emerging demand of enterprises and consumers to 
obtain data security solutions from third-party service providers. The Company had revenues of € 4.1 million, 
€ 9.3 million, € 12.2 million and € 9.5 million in 1996, 1997 and 1998 and the first six months of 1999, respectively. 
As of June 30, 1999, the Company had total assets of € 18.6 million. At August 31, 1999, the Company had 235 
employees worldwide. 


The Company has established sales and marketing subsidiaries in some of its most important markets, 
including the United States, Germany, the United Kingdom, France, Japan and China (Hong Kong). In addition, the 
Company has three sales offices in the United States and one in Canada. The Company has distribution partners and 
importers in more than 90 countries throughout the world whose role is to sell the Company’s products, promote the 
Company and its products and provide technical support to local customers. The Company has also entered into a 
number of strategic OEM (original equipment manufacturer) agreements pursuant to which Data Fellows’ 
best-of-breed data security applications are integrated into the services and products of leading communications 
and IT companies, such as Cisco Systems, Inc., Digital Island, Inc., Fujitsu Limited, International Business 
Machines Corporation (IBM), LM Ericsson AB, Nokia Corporation and Sonera Corporation. The Company’s 
F-Secure anti-virus and encryption applications have been implemented into the computer networks of a number of 
highly regarded organizations, including Amazon.com, Inc., Barclays Ple, BMW AG, Charles Schwab & Co., Inc., 
DaimlerChrysler AG, eBay, Inc., Motorola, Inc., NASA Headquarters, the U.S. Department of Defense and US 
West, Inc. 


Since 1998, Data Fellows has directed significant research and development resources to develop the F-Secure 
Framework. The Company initially introduced its first F-Secure Framework-based applications in the summer of 
1999 and the Company’s investment in research and development related to the F-Secure Framework has not yet 
generated corresponding revenues. Management believes that the sale of scalable, centrally managed F-Secure 
Framework-based applications will significantly increase the Company’s revenues and profitability in the coming 
years. 


Computing has evolved in recent years from host-based systems to a distributed network model where 
individuals can access data from virtually anywhere inside or outside the enterprise. The growing need for 
employee mobility and rapid growth in the use of laptop and palmtop computers increasingly results in confidential 
corporate information being carried outside the enterprise and accessed remotely. At the same time, the growth of 
the Internet as a business tool has led to a rapid increase in corporate intranets, where employees share information, 
and extranets and EDIs (electronic data interchanges), where companies share and exchange information with their 
suppliers, partners and customers. As a result, enterprises are increasingly required to open up their networks and 
data, making their systems and data vulnerable to an increasing variety of threats against which existing data 
security solutions are often unable to protect adequately. Management believes that the combination of its F-Secure 
Framework architecture and best-of-breed F-Secure anti-virus and encryption software applications provides an 
integrated and complete solution to the data security concerns of most modern enterprises. 


The Company’s objective is to become the world’s leading provider of complete, centrally managed and widely 
distributed data security solutions for enterprises. The Company intends to achieve this objective through the 





successful implementation of a number of strategic initiatives, including (i) aggressively promoting its F-Secure 
Framework architecture and F-Secure anti-virus and encryption software applications, (ii) extending the functional- 
ity of its existing best-of-breed F-Secure data security applications and developing new applications utilizing the 
F-Secure Framework, (111) expanding its international sales and distribution channels, especially in the United 
States, (iv) taking advantage of its significant customer base to cross-sell its various F-Secure applications, 
(v) further developing its Security as a Service" solution, and (vi) providing significant incentives to its valued 
employees. 


The principal executive office of the Company is located at Pyyntitie 7, FIN-02230 Espoo, Finland, and its 
telephone number is +358-9-859-900. 





Summary Restated Financial Information 


The summary financial information as of and for each of the years ended December 31, 1996, 1997 and 1998 
have been derived from the Restated Consolidated Financial Statements included elsewhere in this Offering 
Memorandum. The summary financial information as of and for each of the six months ended June 30, 1998 and 
1999 have been derived from the Interim Consolidated Financial Statements included elsewhere in this Offering 
Memorandum. The summary financial information set forth below should be read in conjunction with the Restated 
Consolidated Financial Statements, the Interim Consolidated Financial Statements, “Selected Restated Financial 
Information” and “Management's Discussion and Analysis of Financial Condition and Results of Operations,” 
each of which appears elsewhere in this Offering Memorandum. The Restated Consolidated Financial Statements 
and Interim Consolidated Financial Statements have been prepared in accordance with Finnish GAAP, which differ 
in certain significant respects from U.S. GAAP. For a discussion of the principal differences between Finnish 
GAAP and U.S. GAAP as they relate to Data Fellows, see “Annex A: Summary of Certain Differences Between 
Finnish GAAP and U.S. GAAP” The Company’s auditors for the financial year ended December 31, 1998 are 
Tilintarkastajien Oy — Ernst & Young, whose report on the Restated Consolidated Financial Statements as of or for 
the years ended December 31, 1996, 1997 and 1998 appears elsewhere in this Offering Memorandum. 


Year ended Six months 
December 31, ended June 30, 


1996 1997 1998 1998 1999 


(in euro millions, except per share data) 
(restated) 








Income Statement Information 
12.2 5.8 9.5 
(2.2) (1.0) = (1.5) 
Gross profit : : 10.0 4.8 8.0 
Operating expenses 
Sales and marketing : : (4.9) (1.9) (4.6) 
Research and development . : (3.9) (1.8) (3.3) 
General and administrative ; : (1.2) (0.4) (1.0) 
Total operating expenses : : (10.0) (4.1) (8.9) 


Operating income (loss) : : 0.0 0.7 (0.9) 
Financial income : : 0.6 0.6 0.5 














Income (loss) before taxes : : : 1.3 (0.4) 
Income taxes : . } (0.3) 0.2 


Net income (loss) : : : 1.0 (0.2) 


Net income (loss) per share“) ‘ : ; 0.05 ~=(0.01) 
Balance Sheet Information 











1.1 
4.6 
5.6 
; 11.3 
Shareholders’ equity ; ; : 4.0 
Convertible capital notes 
Deferred revenues ‘ . : 4.5 
Other short-term non-interest bearing liabilities : : : 2.4 
Long-term interest bearing liabilities : : ; 0.4 





Cash Flow Statement Information 
Cash flow from operations : 3.3 ; 1.2 0.4 
Investments in assets : (0.7) ; (0.5) (1.1) 








(1) Per share information has been calculated by using the current number of shares outstanding, 20,254,875. 





The Offering 


The Offering A total of 6,260,000 Shares are being offered by the 
Company and the Selling Shareholders (as defined in 
“Ownership Structure”) in connection with the Offering, 
of which 5,173,225 Shares are being offered in the 
Institutional Offering and 836,775 Shares in the Retail 
Offering. The Company is also offering 250,000 Shares 
in a concurrent employee offering. 


Institutional Offering 5,173,225 Shares are being offered by the Company and 
the Selling Shareholders to institutional investors within 
and outside the Republic of Finland. The Institutional 
Offering consists of (i) an offering of Shares outside the 
United States to institutional investors in reliance on 
Regulation S under the Securities Act and (ii) an offering 
of Shares in the United States to qualified institutional 
buyers in reliance on Rule 144A under the Securities Act. 


Retail Offering 836,775 Shares are being offered by the Company and the 
Selling Shareholders to the Finnish public at the same 
price per Share as the price per Share in the Institutional 
Offering. 


Employee Offering The Company is also offering in a separate concurrent 
offering 250,000 Shares to employees of the Company 
and its subsidiaries (with certain exceptions) at the same 
price per Share as in the Offering less a cash discount of 
ten percent. The Shares offered in the employee offering 
are not being underwritten by the Underwriters. 


Over-Allotment Option The Company has granted an option to Enskilda 
Securities, exercisable, subject to approval by 
BancBoston Robertson Stephens International Ltd., at 
any time within 30 days from the date of this Offering 
Memorandum to purchase up to an aggregate of 900,000 
additional Shares solely to cover over-allotments, if any. 


Offering Price Range The offer price of the Offering is € 7.70 per Share. 


Shares Outstanding Immediately prior to the Offering, there were 20,254,875 
Shares issued and outstanding. Upon completion of the 
Offering and the Employee Offering, there will be 
25,904,875 Shares issued and outstanding (assuming no 
exercise of the Over-Allotment Option). 





Listing and Trading 


Use of Proceeds 


Payment and Settlement 


Identification Numbers 


Helsinki Exchanges Symbol 


Except for Shares sold in the Offering (including any 
additional Shares sold pursuant to the Over-Allotment 
Option), for a period of 12 months from the date hereof, 
the Company and the Selling Shareholders have agreed, 
subject to certain exceptions, not to issue, offer, pledge, 
sell, contract to sell, sell any option or contract to 
purchase, purchase any option or contract to sell, grant 
any option, right or warrant to purchase or otherwise 
transfer or dispose of any Shares, or any securities 
convertible into or exercisable or exchangeable for 
Shares, except, in each case, with the prior written 
consent of the Joint Lead Managers, on behalf of the 
Underwriters. In addition, other members of the executive 
management team of the Company have agreed, for a 
period of 12 months from the date hereof, not to offer, 
pledge, sell, contract to sell, sell any option or contract to 
purchase, purchase any option or contract to sell, grant 
any option, right or warrant to purchase or otherwise 
transfer or dispose of any Shares, or any securities 
convertible into or exercisable or exchangeable for Shares 
representing more than ten percent of the Shares held by 
each such member of the executive management team on 
the date hereof, except, in each case, with the prior 
written consent of the Joint Lead Managers, on behalf of 
the Underwriters. 


Application has been made to list the Shares on the main 
list of the Helsinki Exchanges. Trading of the Shares on 
the main list of the Helsinki Exchanges is expected to 
commence on or about November 9, 1999. The Shares 
have been approved on the pre-list of the Helsinki 
Exchanges, which allows for the trading of the Shares on 
the pre-list on a when-issued basis starting on November 
5, 1999, until the commencement of the trading of Shares 
on the main list of the Helsinki Exchanges. 


The proceeds to the Company from the sale of Shares in 
the Offering will be used for (i) expansion of its sales and 
marketing and customer support capabilities, 
(ii) establishment of new subsidiaries, (iii) strategic 
acquisitions, (iv) research and development and 
(v) working capital and general corporate purposes. See 
“Use of Proceeds.” The Company will not receive any 
portion of the proceeds from the sale of Shares by the 
Selling Shareholders in the Offering. 


It is expected that delivery of the Shares, through the 
facilities of the Finnish Book-Entry Securities System, 
Morgan Guaranty Trust Company of New York, Brussels 
office, as operator of the Euroclear System 
(“Euroclear”), or Cedelbank, société anonyme 
(“Cedelbank”), will be confirmed and payment for the 
Shares will be made on or about November 9, 1999. 


The identification number for the Shares is as follows: 
ISIN: F10009801310 
“FSC1LV” 





RISK FACTORS 


Prior to making an investment decision in respect of the Shares, prospective investors should carefully 
consider all of the information in this Offering Memorandum, including the following risk factors. Certain other 
factors relating to the particular business areas of Data Fellows are discussed under “Management's Discussion 
and Analysis of Financial Condition and Results of Operations” and “Business of Data Fellows.” 


Emerging Market for Encryption Products and the F-Secure Framework Architecture 


The Company’s strategy depends in part upon (1) the further success of its F-Secure encryption applications in 
the encryption market and (ii) the successful positioning of its F-Secure Framework as an industry leading 
management solution within the data security market. The Company will continue to make significant expenditures 
in research and development and in developing the market through educating potential customers about its 
encryption products and management expects revenues from its encryption products to continue to increase. The 
Company also plans to continue expending significant resources for research and development and marketing of its 
F-Secure Framework. However, if the market for encryption products and/or seamlessly integrated data security 
architectures does not grow or grows more slowly than the Company currently anticipates, the Company’s business, 
operating results and financial condition may be materially adversely affected. 


Significant Established and Potential Competitors 


Many of the Company’s competitors have longer operating histories, greater brand name recognition, access to 
larger customer bases and significantly greater technical, financial, distribution, marketing and other resources than 
the Company. As a result, they may be able to adapt more quickly to new or emerging technologies and changes in 
customer requirements, or to devote greater resources to research and development, sales, marketing and promotion 
of their products. 


In the field of anti-virus software products, the Company’s primary competitors include large multinational 
companies such as Network Associates, Inc., Symantec Corporation and Trend Micro. Other competitors include 
smaller vendors developing and marketing software- and hardware-based data security products, which may have 
features that protect against malicious code infections and attacks, and data security departments of large compa- 
nies. In the encryption market, the Company’s primary competitors include Axent Technologies, Inc., Check Point 
Software Technologies Ltd., Network Associates, Inc., Symantec Corporation, Utimaco Safeware AG and Van 
Dyke Technologies, Inc. The likely emergence of new competitors and/or alliances among competitors and new 
brands of encryption products could result in an even more competitive encryption software market. See “Business 
of Data Fellows—Competition.” 


Although the Company believes it has certain technological and other advantages over its competitors, 
maintaining such advantages will require continued investment by the Company in research and development as 
well as sales and marketing. There can be no assurance that the Company will have sufficient resources to make 
such investments or that the Company will be able to make the technological advances necessary to maintain such 
competitive advantages. 


Rapid Technology Change; Frequent Product Enhancements 


The Company’s success depends in part on its ability to enhance the functionality and performance of its 
current products and develop and market new products which keep up with technological developments and 
evolving industry standards, as well as respond to changes in customer needs and preferences. There can be no 
assurance that the Company will be successful in developing new or enhanced products that adequately address 
changing technologies, industry standards and customer requirements, or that one or more of the Company’s 
competitors will not develop superior products which achieve greater market acceptance than the Company’s 
products. Any delay or failure by the Company to successfully develop new or enhanced products or to adapt its 
products to changing market requirements could have a material adverse effect on the Company’s business, 
operating results and financial condition. The Company currently spends a significant percentage of its revenues on 
research and development, in part due to the ongoing development and enhancement of the F-Secure Framework 
architecture and existing F-Secure applications. However, in the event competitive pressures were to require the 
Company to increase research and development expenditures for a prolonged period of time, it could have a 
negative effect on the Company’s long-term operating results and financial condition. 


Inclusion of Existing Product Functionality in Other Vendors’ Systems 


Certain software vendors, such as Lotus Development Corporation, already include data security functions in 
their products. In the future, major vendors of computer hardware, operating system software and other software 
may decide to enhance or bundle their products with other products to include data security functions. For example, 
Microsoft Corporation’s Windows 2000 software is expected to contain file and network encryption capabilities. 
Moreover, other software vendors, such as vendors of e-mail or firewall software, could seek to enhance their 
products to include anti-virus and encryption functionality. Even if such vendors’ products offer fewer functions or 
are less effective than the Company’s products, customers might still choose them over the Company’s products due 
to lower cost. Widespread inclusion of the functionality of the Company’s products as standard features of computer 
software or operating systems could render the Company’s products obsolete or unmarketable, particularly if such 
functionality is provided free of charge, and could have a material adverse effect on the Company’s business, 
operating results and financial condition. 


Management of Growth 


The Company has experienced rapid growth since its establishment. The Company’s ability to manage future 
growth, if any, particularly in connection with its plans for international expansion, will require the Company to 
enlarge its presence in the data security market place, continually improve its financial and management controls, 
reporting systems and procedures on a timely basis, implement new systems as necessary and expand, train and 
manage its workforce. In particular, marketing of the F-Secure brand and execution of a comprehensive marketing 
plan, including the costs of hiring experienced sales and marketing personnel, especially in the United States, will 
generate much higher expenditures than the Company is traditionally accustomed to. There can be no assurance that 
the Company’s controls, systems or procedures will continue to be adequate to support the Company’s operations or 
that increased expenses incurred with the Company’s growth will not negatively affect its profitability. The failure 
of the Company’s management to effectively manage growth could have a material adverse effect on the Company’s 
business, operating results and financial condition. 


The Company’s strategy for expanding its business operations includes establishing operating subsidiaries 
and/or implementing selective acquisitions. There can be no assurance that the Company will be able to identify 
appropriate target companies or technologies for acquisitions, ultimately carry out acquisitions or successfully 
integrate into its operations any businesses which it may establish or acquire. In addition, the process of integrating 
another company’s business into the Company’s current operations may result in ongoing and unanticipated 
operating difficulties and expenditures, may absorb significant management attention and may result in charges 
against income. Future acquisitions could also result in potentially dilutive issuances of equity securities, the 
incurrence of debt and contingent or other liabilities and amortization expenses related to goodwill and other 
intangible assets. There can be no assurance that a given acquisition, whether or not consummated, would not have a 
material adverse effect on the Company’s business, operating results and financial condition. 


Dependence upon Key Personnel; Ability of the Company to Hire and Retain Skilled Personnel 


The Company’s success depends to a significant extent upon the efforts of its executive officers as well as a 
number of key personnel, such as anti-virus and encryption technology experts, senior development staff and senior 
marketing and managerial staff. Although the Company to date has not lost any of its executive officers or other key 
personnel, the loss of any of its executive officers or any other key employee, particularly if lost to a competitor, 
could have a material adverse effect upon the Company’s business, operating results and financial condition. 


The success of the Company is also dependent upon its ability to attract, develop, motivate and retain qualified 
professional personnel. The competition for such personnel is intense both in Finland and in the United States. 
While the Company has historically had very low personnel turnover and intends to continue to do its utmost to 
provide challenging and fulfilling career opportunities to all its employees, there can be no assurance that the 
Company will be able to attract, train and retain qualified technical and managerial personnel in the future. Any 
failure of the Company to do so could have a material adverse effect on the Company’s business, operating results 
and financial condition. 


Undetected Product Defects; Product Liability; Inadequacy of Insurance Coverage 


The Company’s software products are complex and may contain certain undetected errors or defects, particu- 
larly when first introduced or when new versions or enhancements are released. In particular, the Company’s 
anti-virus software applications may at times falsely detect viruses in a file even if the file is not contaminated, 


which, although frequently occurring in the anti-virus software industry, may impair the perceived reliability of the 
Company’s anti-virus software products. Such undetected errors could result in adverse publicity, loss of revenues, 
delay in market acceptance or claims against the Company by customers, all of which could have a material adverse 
affect on the Company’s business, operating results and financial condition. The Company cannot ensure that, 
despite testing, such errors will not be found in current versions, new versions or enhancements of its products after 
commencement of commercial shipments. In particular, the Company’s products are used to protect computer 
systems and networks that are usually critical to the customer’s organization and information systems. Conse- 
quently, any failure in a customer’s system during or following the provision of products or services by the 
Company could result in a product liability or related claim for substantial damages against the Company, 
regardless of the Company’s responsibility for such failure, which could have a material adverse effect on the 
Company’s business, operating results and financial condition. 


The Company’s license agreements typically contain provisions and disclaimers designed to limit the exposure 
to potential product liability or related claims. In selling and licensing its products, the Company relies primarily 
upon “break-the-seal” licenses which are not signed by the end-user and, therefore, may not be enforceable under 
the laws of certain jurisdictions. The Company has obtained insurance against any such product liability or related 
claims and is currently seeking additional insurance coverage, especially applicable in the U.S. market. However, 
there can be no assurance that the Company’s liability insurance coverage will be sufficient to cover one or more 
large claims, or that the Company’s insurer will not disclaim coverage as to any future claim. The successful 
assertion of one or more large claims against the Company that exceed available insurance coverage could have a 
material adverse effect on the Company’s business, operating results and financial condition. 


Potential Target of Hacker Activity; Internal Sabotage 


As a provider of data security products, the Company may represent a particular challenge to hackers and 
become an ongoing target of hacker activity. For example, hackers might attempt to cause the Company’s computer 
system to transmit computer viruses or to interrupt the delivery of data security services over the Internet, which 
could cause substantial damage to the Company’s reputation. Hacker activity could also force the Company to incur 
substantial costs to repair technical problems or result in hackers gaining access to proprietary information. To date, 
the Company has quickly detected attempts by hackers to access the Company’s products or computer systems, but 
there can be no assurance that the Company will be able to detect and block hacker activity in the future. 


The Company may also be subject to internal breaches of security or product tampering arising from 
unauthorized actions by disgruntled employees, subcontractors or other third parties with access to the Company’s 
internal computer systems. If undetected, such internal sabotage could cause substantial damage to the Company’s 
internal systems or, in the event one or more of the Company’s products is rendered ineffective or malicious, the 
systems or businesses of its customers. Such undetected sabotage could result in damage to the Company’s 
reputation, loss of revenues or claims against the Company by customers, any of which could have a material 
adverse effect on the Company’s business, operating results and financial condition. While the Company has taken 
precautions to prevent internal breaches of security and product tampering, including strict control over access to 
source codes and key technologies, rigorous quality control testing of its products and thorough screening of both 
prospective employees and contractors, there can be no assurance that the Company will not be the victim of 
internal sabotage in the future. 


Risks Associated with International Operations 


The Company’s products are marketed in excess of 90 countries and the Company derived approximately 
69 percent of its 1998 revenues outside of the Nordic countries. With respect to its encryption software products, 
the Company is particularly dependent on the North American market. While management believes that having a 
large number of individual customers in numerous geographical markets means that the Company is not overly 
dependent on any single customer or market, the Company’s international business operations are subject to various 
risks inherent in international business activities. Such risks include, in particular, burdens of complying with a 
wide variety of regulatory regimes, difficulties of maintaining international distribution channels, difficulties in 
staffing and managing foreign operations and the difficulties of enforcement of intellectual property rights. There 
can be no assurance that these factors will not have a material adverse effect on the Company’s business, operating 
results and financial condition. 


Potential Corporate Name Change of Data Fellows 


Outside of Finland, the F-Secure brand name is more recognizable among the Company’s customers and 
potential customers than the name Data Fellows. As a result, the Company is contemplating changing its corporate 
name in the near future so that it reflects the Company’s F-Secure brand name and more readily identifies the 
Company with its products in the international data security market. Management believes that such a corporate 
name change will have a positive impact on the Company’s business by clearly indicating to the market the source 
of the F-Secure brand of best-of-breed data security applications. However, there can be no assurance that such a 
change in Data Fellows’ corporate name will not have a material adverse effect on the Company’s business, 
operating results and financial condition. 


Technology Licenses 


The Company licenses technology from third party technology partners and integrates such technology into its 
software products to perform certain key functions. For example, the Company has perpetual license agreements 
with Frisk Software International, SSH Communications and Kaspersky Labs, covering certain anti-virus and 
encryption technologies used in the Company’s software products. In each case, the Company owns the licensed 
source code in whole or in part and has certain rights in the licensed technology as a result of Data Fellows’ 
participation in the development of such technologies. The Company believes that each of these perpetual license 
agreements is based on commercially reasonable terms and that each contractual arrangement is mutually benefi- 
cial to both the Company and the respective technology partner. Nonetheless, there can be no assurance that these 
third party technology licenses will continue to be available to the Company. In particular, one of the Company’s 
important technology partners, SSH Communications, gave the Company notice of its termination of its license 
agreement with Data Fellows covering SSH protocol-based encryption technologies on October 12, 1999. See 
“—_Current Disagreement with Technology Partner” and “Business of Data Fellows—Technology Partnerships 
and Licensing Arrangements—Technology Partnership with SSH Communications.” The loss or inability to 
maintain any of these technology licenses could result in delays or reductions in product shipments until equivalent 
technology can be procured and integrated. Any such delays or reductions in product shipments could have a 
material adverse effect on the Company’s business, operating results and financial condition. 


Current Disagreement with Technology Partner 


The Company licenses encryption technology from SSH Communications that is utilized in the Company’s 
F-Secure SSH application. On September 22, 1999, Data Fellows received a letter from SSH Communications 
claiming that the Company was in breach of the license agreement covering encryption technology licensed from 
SSH Communications. In particular, SSH Communications claimed that Data Fellows had not been calculating 
royalty payments owed to SSH Communications in the manner set forth in the license agreement and requested that 
the Company remedy the alleged breaches within 60 days of the date of such letter retroactively from March 27, 
1996, the date of the original license agreement. Data Fellows does not agree with SSH Communications’ 
interpretation of calculating royalty payments under the license agreement. Nevertheless, to help reach an amicable 
resolution of this matter, on October 20, the Company made a payment € 299,644 to SSH Communications (with a 
right to require repayment of such amount as described below), which amount represents the difference between (1) 
the amount of royalty payments due under the license agreement using SSH Communications’ interpretation of the 
license agreement for the calculation of margin based royalty payments as calculated by Data Fellows’ independent 
auditors, including any interest payable pursuant to the license agreement and VAT, and (ii) the amount of past 
royalty payments made by Data Fellows to SSH under the license agreement. The Company recorded approxi- 
mately four percent, 16 percent and 33 percent of its invoicings for the years ended December 31, 1996, 1997 and 
1998, respectively, and 24 pecent of its invoicings for the six months ended June 30, 1999 from sales of its F-Secure 
SSH application. The Company recorded total royalty payments to SSH Communications under the license 
agreement amounting to approximately € 0.0 million in 1996, approximately € 0.2 million in 1997, approximately 
€ 0.5 million in 1998 and approximately € 0.4 million for the six months ended June 30, 1999. 


In addition, on October 13, 1999, SSH Communications presented to the Company a notice of termination of 
the license agreement with immediate effect, without specifying the alleged grounds for such termination. Under 
the terms of the license agreement, either party may terminate the agreement if the other party is in breach of the 
license agreement and the breach is not remedied within 60 days of notification thereof. As a result, the status of the 
contractual relationship between the Company and SSH Communications is unclear. However, the Company 
believes that (1) it has at all times been in compliance with the terms of the license agreement with the exception of 
minor delays in payment of, or reporting with respect to, margin-based royalties, which delays have been remedied 


without any notice of breach by SSH Communications, (ii) the attempt by SSH Communications to terminate the 
license agreement is groundless and invalid, and (iii) the license agreement continues to be valid and in full force 
and effect. 


The license agreement mandates arbitration in the event of a dispute between SSH Communications and the 
Company relating to the license agreement. SSH Communications has not used its right to forward any alleged 
breach by Data Fellows or any other potential disputes under the license agreement to arbitration in accordance with 
the terms of the license agreement, but has rather resorted to a termination of the license agreement in a manner 
which Data Fellows believes to be in breach of the license agreement. Consequently, it is the intention of Data 
Fellows to bring arbitration proceedings against SSH Communications, unless timely settlement is reached in the 
matter. 


While Data Fellows believes that it is in a strong position should the dispute be sent to arbitration, a judgment 
by the appointed arbitrator accepting SSH Communications’ claim for termination and discontinuing Data Fellows’ 
right to use the licensed technology, coupled with an inability by the Company to obtain similar technology on 
commercially reasonable terms and in a timely manner, could have a material adverse effect on the Company’s 
business, operating results and financial condition. See “Business of Data Fellows—Technology Partnerships and 
Licensing Arrangements—Technology Partnership with SSH Communications.” 


Currency Risks 


As a consequence of the significant international sales generated by the Company, the Company is exposed to 
risks from changes in foreign currency exchange rates. Currency risk exposure will primarily affect the Company’s 
export operations to the extent its sales are denominated in currencies other than those in which its expenses are 
incurred. The Company will also be affected by fluctuations between the euro, the Company’s reporting currency 
beginning on January 1, 1999, and the non-euro currencies in which certain of the Company’s non-EMU subsidiar- 
ies report their results of operations when such results of operations are translated back into euros, principally the 
U.S. dollar and the Japanese yen. There can be no assurance that currency exchange rate fluctuations will not have a 
material adverse impact on the Company’s business, operating results and financial condition. 


Dependence on Intellectual Property 


The Company’s success and ability to compete is dependent in part upon its ability to protect the proprietary 
technology in its software products. The Company relies on a combination of trademark, patent and trade secret 
laws and contractual provisions to protect its proprietary rights. For example, the Company generally enters into 
confidentiality and/or license agreements with its employees, distribution partners and technology partners, as well 
as with its customers and potential customers seeking proprietary information, and limits access to and distribution 
of its software, documentation and other proprietary information. There can be no assurance, however, that the steps 
taken by the Company in this regard will be adequate to deter misappropriation or independent third-party 
development of its technology. 


The Company currently has two patent applications pending before the U.S. Patent and Trademark Office, 
both relating to anti-virus technology. There can be no assurance that any patent, if granted, that is owned or held by 
the Company or a licensor of the Company will not be invalidated, circumvented, challenged or terminated, that any 
of the Company’s pending or future patent applications will be within the scope of claims sought by the Company, if 
at all, or that the steps taken by the Company to protect its rights will be adequate to prevent misappropriation of the 
Company’s technology. Furthermore, there can be no assurance that others will not duplicate the Company’s 
technologies or develop new technologies that are similar or superior to those of the Company. The inability of the 
Company to adequately protect its intellectual property could have a material adverse effect on its business, 
operating results and financial condition. 


The Company anticipates that from time to time it may receive notices from third parties claiming infringe- 
ment by the Company’s products of their intellectual property rights. Although there are currently no outstanding 
infringement claims against the Company, any future litigation, regardless of its merits or outcome, could result in 
substantial cost to the Company and seriously damage its reputation. In particular, an adverse ruling in any such 
litigation may require the Company to (i) discontinue the use of certain processes, (ii) cease the manufacture, use 
and sale of infringing products, (ili) expend significant resources to develop non-infringing technology or obtain 
licenses for the infringing technology, or (iv) suffer significant monetary damages, which could include treble 
damages. A successful infringement claim against the Company and the Company’s failure to develop or license 
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substitute technology on commercially reasonable terms could have a material adverse affect on the Company’s 
business, operating results and financial condition. 


Industry Regulation 


All of the Company’s products are subject to export controls under EU law and applicable foreign government 
restrictions. The Company believes it has obtained all necessary export approvals for the export of the products it 
currently exports. There can be no assurance, however, that the list of products and countries for which export 
approval is required, and the regulatory policies with respect thereto, will not be revised from time to time, 
potentially subjecting the Company to more burdensome and costly export restrictions, or that the Company will be 
able to obtain the necessary regulatory approvals for the export of future products. 


Export controls with respect to encryption products in the United States are currently more stringent than 
those in many other jurisdictions, including those in the European Union and its member states, and these 
comparatively strict U.S. export controls have prevented the Company from using its U.S. subsidiary to supply 
strong encryption products to other countries in the region. However, many non-U.S. companies, including Data 
Fellows, have been able to take advantage of the strict U.S. export regulations by supplying strong encryption 
products in the global market without serious competition from their U.S. competitors. This current comparative 
advantage vis-a-vis the Company’s U.S. competitors, however, is unlikely to continue. The United States govern- 
ment has recently announced plans to substantially loosen U.S. controls on the export of data encryption technology 
and software. While the Company does not believe that the success of its business operations are materially 
dependent on the continuation of any export controls, the ability of its U.S. competitors to enter the global 
encryption market more freely could adversely affect the Company’s international sales. See “Encryption 
Regulation.” 


Reliance on Third Parties for Product Development 


As is common in the software industry, the Company relies on third parties for products and services in 
developing certain of its data security products. In particular, the Company currently benefits from a highly 
productive relationship with a software developing company based in St. Petersburg, Russia with respect to the 
development of elements of certain of its F-Secure applications. While the Company establishes strict procedures 
with regard to the product development methodology used by each of its subcontractors and owns all rights to the 
technology produced by such subcontractors, the Company has no direct control over certain aspects of the products 
and services it obtains from third parties, including the dedication of adequate resources and the quality and timely 
delivery of such products and services. The failure of such third parties to deliver adequate products and services on 
a timely basis could adversely affect the ability of the Company to deliver its products on a timely basis, which, in 
turn, could have a material adverse effect on the Company’s business, operating results and financial condition. 


Year 2000 Risks 


The Company has been testing its products extensively since 1996 and believes that all of its products are Year 
2000 compliant. However, due to the complexity of the Company’s products and their regular interaction with other 
vendors’ products and computer systems not under the Company’s control, it is not possible to determine with 
complete accuracy that all Year 2000 problems affecting its software products have been identified and corrected. 
Moreover, the Company has limited control over the actions of its third-party suppliers and there can be no 
assurance that such suppliers will resolve all Year 2000-related problems with respect to their computer systems. 
Any failure of these third parties to resolve such Year 2000 problems in a timely manner could have a material 
adverse effect on the Company’s business, operating results and financial condition. 


The Company cannot accurately predict the number of failures relating to the Year 2000 problem, if any, that 
will occur or the severity, duration or financial consequences of such failures. As a result, the Company expects that 
it or its customers could possibly suffer (i) a significant number of operational inconveniences and inefficiencies 
that may divert the Company’s or its customers’ time, attention and resources away from ordinary business 
activities, and/or (ii) a lesser number of serious system failures that may require significant efforts by the Company 
or its customers to prevent or alleviate material business disruptions. 


In addition, the Company may also temporarily experience substantially reduced sales of its products if 
potential customers reduce their purchases of advanced data security systems due to increased expenditures and/or 
efforts on their own Year 2000 compliance efforts. Moreover, during the remainder of 1999, existing or potential 
customers may choose to defer new software product purchases until after January 1, 2000 to avoid the possibility 
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of introducing any new Year 2000 issues. Such conduct by existing or potential customers could have a significant 
negative impact on the Company’s revenues in the last quarter of 1999 and/or the first quarter of 2000. 


Management believes that Data Fellows’ internal computer systems will be Year 2000 compliant in a timely 
manner. However, while the estimated cost of these efforts is not expected to be material to the Company’s business, 
operating results or financial condition, there can be no assurance to this effect. See “Management's Discussion 
and Analysis of Financial Condition and Results of Operations—Impact of Year 2000.” 


Control by a Small Group of Shareholders 


Upon completion of the Offering and the Employee Offering, members of the Company’s Board of Directors 
and the executive management team will own approximately 74.7 percent of the Company’s outstanding shares 
(72.2 percent if the Over-Allotment Option is exercised in full). As a result, members of the Board of Directors and 
the executive management team will continue to control the Company and, if they act together, could elect all of the 
members of the Company’s Board of Directors, appoint management and control all other matters submitted to the 
Company’s shareholders for a vote. See “Ownership Structure.” 


Absence of Public Market; Possible Volatility of Share Price; Restrictions on Transfer 


Prior to the Offering, there has been no public trading market for the Shares and there can be no assurance that 
an active market will emerge or can be sustained after the Offering. Accordingly, there can be no assurance as to the 
liquidity of any market for the Shares. 


The initial offering price of the Shares has been determined by negotiations among the Company, the Selling 
Shareholders and representatives of the Underwriters and may bear no relationship to the price at which the Shares 
will trade upon completion of the Offering. The market price of the Shares subsequent to the Offering could be 
subject to fluctuations in response to factors such as actual or anticipated variations in Data Fellows’ operating 
results, announcements of technical innovations, introductions of new products or services by either the Company 
or its competitors, changes in estimates by financial analysts, conditions and trends in the data security market, 
currency exchange rates, regulatory developments, general market conditions and other factors. In addition, 
international financial markets have from time to time experienced price and volume fluctuations which have been 
unrelated to the operating performance or prospects of individual companies. Consequently, the trading market for, 
and the liquidity of, the Shares may be materially adversely affected by general declines in the market or by declines 
in the market for similar securities. 


The Shares have not been registered under the Securities Act and are subject to restrictions on transferability 
and resale. See “Transfer Restrictions.” 


Shares Eligible for Future Sale 


Sales of a substantial number of the Shares following the completion of the Offering could adversely affect the 
market price for the Shares and the ability of the Company to raise funds through an equity offering in the future. 
Except for any Shares subject to lock-up agreements with the Underwriters, immediately following the consumma- 
tion of the Offering the Shares will generally be freely transferable and tradeable outside the United States. In 
addition to the outstanding Shares, Data Fellows has issued options and convertible capital notes which are 
exercisable or convertible into up to 5,899,125 Shares in the future. No prediction can be made as to the effect, if 
any, that sales of securities, the availability of securities for sale, the exercise of options or the conversion of the 
convertible capital notes will have on the market price of the Shares prevailing from time to time. 


Characterization as a Passive Foreign Investment Company 


Under certain circumstances, the Company could be characterized as a passive foreign investment company 
for U.S. federal income tax purposes. This characterization could result in adverse U.S. tax consequences to the 
Company’s shareholders. U.S. shareholders should consult with their own U.S. tax advisors with respect to the U.S. 
tax consequences of investing in the Shares. See “ Zaxation—United States Taxation—Passive Foreign Investment 
Considerations.” 
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DIVIDENDS 


The Company paid an aggregate dividend of € 286,206 in respect of the financial year ended December 31, 
1996, an aggregate dividend of € 552,160 in respect of the financial year ended December 31, 1997 and an 
aggregate dividend of € 450,744 in respect of the financial year ended December 31, 1998. 


Management anticipates that any future revenues generated from operations will be retained by the Company 
to develop and expand its business and does not anticipate paying any cash or stock dividends in the foreseeable 
future. Any determination with respect to the future payment of dividends will depend upon, among other things, 
the Company’s operating results, financial condition and capital requirements, the terms of then-existing indebted- 
ness, general business conditions and such other factors as the Board of Directors deems relevant. The Shares sold 
in the Offering will have the same right to future dividends as the Shares that continue to be held by the Selling 
Shareholders. See “Description of the Shares and Share Capital—Dividends and Other Distributions.” However, 
there can be no assurance that any future dividend will actually be paid, nor can there be any assurance as to the 
amount which will be paid in any given year. 


EXCHANGE RATES 


Effective January 1, 1999, Finland and ten other member states of the European Union adopted the euro as 
their common currency. In this Offering Memorandum, Data Fellows has presented its Restated Consolidated 
Financial Statements and its Interim Consolidated Financial Statements in euros. The Restated Consolidated 
Financial Statements for all periods presented and the Interim Consolidated Financial Statements for the six months 
ended June 30, 1998 were prepared in Finnish markkas, and have been restated into euros using the irrevocable 
conversion rate of € 1.00 = FIM 5.94573. The Restated Consolidated Financial Statements for all periods presented 
and the Interim Consolidated Financial Statements as of or for the six months ended June 30, 1998 depict the same 
trends as would have been presented if Data Fellows had continued to present consolidated financial statements in 
Finnish markkas. However, the Restated Consolidated Financial Statements and the Interim Consolidated Financial 
Statements of Data Fellows for periods prior to January 1, 1999 are not comparable to the financial statements of 
other companies that currently report in euros and that have restated their financial statements from a currency 
other than Finnish markkas. 


The following table sets forth, for the periods and dates indicated, the average, high, low and period-end noon 
buying rate in New York City for cable transfer in foreign currencies as certified for customs purposes by the 
Federal Reserve Bank of New York (the “Noon Buying Rate”) for the euro expressed in euros per U.S. dollar. For 
any time or period before January 1, 1999, such Noon Buying Rates have been derived from the Noon Buying Rates 
for the Finnish markka converted into euro at the irrevocable conversion rate between the Finnish markka and the 
euro. 


Euro-to-Dollar Exchange Rates 








Year Average) High Low Period-end 
WO94e) 2 ss has ee dawns stasis bade dee 0.8708 0.9790 0.7650 0.7986 
1995@) ook eked eed aw eed Feds Beds 0.7339 0.8101 0.7030 0.7309 
VOCED cee ek ee a aes ee Se ee 0.7738 0.8162 0.7296 0.7742 
19907) ose tea a eee bad eee EES 2 0.8774 0.9419 0.7759 0.9171 
W998” ee cagegk oe das wears bag eee 2 0.8989 0.9466 0.8240 0.8518 
V999°) 524 baica edd Ed ede daw eed 0.9361 0.9863 0.8466 0.9507 


(1) The average of the Noon Buying Rates on the last business day of each month during the relevant period. 
(2) In European Currency Units, which is not directly comparable to the euro in respect of its constituent currencies. 
(3) Through October 29, 1999. 
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USE OF PROCEEDS 


The net proceeds to the Company from the issuance of Shares in the Offering and the Employee Offering are 
estimated to be approximately € 40,599,310 (approximately € 47,224,390, assuming exercise of the 
Over-Allotment Option in full) after deduction of underwriting fees and estimated expenses. The Company will not 
receive any portion of the proceeds from the sale of Shares by the Selling Shareholders in the Offering. 


The net proceeds from the issuance and sale of Shares in the Offering are expected to be used for the following 
purposes: 


expansion of the Company’s sales and marketing and customer support capabilities, 
particularly in the United States; 


establishment of new subsidiaries; 


possible strategic acquisitions; 


research and development; and 


working capital and general corporate purposes. 


The net proceeds to the Selling Shareholders from the sale of Shares in the Offering are estimated to be 
approximately € 4,490,332 after deduction of underwriting fees and estimated expenses. The Company and the 
Selling Shareholders have agreed to pay certain expenses in connection with the Offering and the listing of the 
Shares on the Helsinki Exchanges. 


CAPITALIZATION 


The following table sets forth Data Fellows’ cash and marketable securities, short-term interest-bearing debt 
and total capitalization as of June 30, 1999, and as adjusted to give effect to the application of proceeds to the 
Company of € 40,599,310 from the issuance and sale of Shares in the Offering and the Employee Offering. This 
table should be read in conjunction with the Restated Consolidated Financial Statements and the Interim Consoli- 
dated Financial Statements included elsewhere in this Offering Memorandum. 

As of June 30, 1999 
(actual) (as adjusted) 








(in euro millions) 














Cash and marketable securities.... 0.2.2... 00.00.0000 ee eee 8.0 48.6 
Short-term interest-bearing debt. ............... 00000000. 0.0 0.0 
Long-term interest-bearing debt) ........0.0.0.0.0. 0000000000. 5.2 5:2 





Shareholders’ equity: 








Share: capital «0.04, 2aog ares diated, Made acd dedoa ee ekeaa eee 0.2 0.3 
Retained earnings from previous years...............-05- 2.8 2.8 
Net income for the period ............ 00.0.0 0000 eee (0.3) (0.3) 
Share premium fund ........ 0.0.0... 00 0c eee 0.1 40.6 
Total shareholders’ equity .... 2.0... 0.0... eee ee eee 2.8 43.4 
Total capitalization? 2.2... eee 8.0 48.6 











“The Company’s long-term interest-bearing debt includes € 5.0 million convertible capital notes. See “Management's Discussion and 
Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources” for additional information regarding the 
convertible capital notes. 


®) Includes long-term interest-bearing debt and shareholders’ equity. 
As of June 30, 1999, the parent company of the consolidated group, Data Fellows Corporation, had a total 
capitalization of € 7.9 million, which consisted of € 5.0 million of long-term interest-bearing debt and € 2.9 million 


of shareholders’ equity. As of June 30, 1999, the total distributable equity of Data Fellows Corporation amounted to 
€ 2.5 million. 


14 


COMPANY HISTORY 


Data Fellows was founded in 1988. The Company’s initial areas of expertise were the provision of data security 
consulting services and training. The Company entered the anti-virus software product market in 1990 and its 
growth in terms of revenues and number of employees has been steady ever since. In 1996, the Company branched 
into the emerging market of encryption software products and these products accounted for approximately 
36 percent of the Company’s total revenues in 1998. The Company had revenues of € 4.1 million, € 9.3 million, 
€ 12.2 million and € 9.5 million in 1996, 1997 and 1998 and the first six months of 1999, respectively. 


As of August 31, 1999, Data Fellows had established local subsidiaries in the United States, Germany, the 
United Kingdom, France, Japan and China (Hong Kong) and had 235 employees worldwide. In addition, the 
Company has three sales offices in the United States and one in Canada. The Company has distribution partners and 
importers in more than 90 countries throughout the world. The Company has also entered into a number of strategic 
OEM agreements whereby Data Fellows’ best-of-breed data security applications are integrated into the services 
and products of leading communication and IT companies, such as Cisco Systems, Inc., Digital Island, Inc., Fujitsu 
Limited, International Business Machines Corporation (IBM), LM Ericsson AB, Nokia Corporation and Sonera 
Corporation. The Company’s F-Secure anti-virus and encryption applications have been implemented into the 
computer networks of a number of highly-regarded organizations, including Amazon.com, Inc., Barclays Plc, 
BMW AG, Charles Schwab & Co., Inc., DaimlerChrysler, eBay, Inc., Motorola, Inc., NASA Headquarters, the U.S. 
Department of Defense and US West, Inc. 


The Data Fellows Group comprises Data Fellows Corporation and its subsidiaries in Finland and throughout 
the world. The following diagram illustrates the structure of the Data Fellows Group as of the date of this Offering 
Memorandum. 







DATA FELLOWS CORPORATION 
(Finland) 


Data Fellows, Inc. Data Fellows GmbH 
(United States) 100% (Germany) 100% 
Nihon Data Fellows KK Data Fellows (UK) Ltd. 
(Japan) 100% (United Kingdom) 100% 
Data Fellows 
(Greater China) Ltd. ee eile ees 
(Hong Kong) 100% (France) ° 
SBS-Systems Ltd. DF-Data Ltd. 
(Finland) 100% (Finland) 100% 


The table below sets forth Data Fellows’ revenues by geographic region for the periods indicated. 


Year ended December 31, Six months ended 








1996 1997 1998 June 30, 1999 
= Gn euro millions) 
(restated) 
INotdic:-COUNtIIES: 45.5. so Sess HW RS, Hee ES 0.6 2.8 3.7 3.3 
Other European countries... .........0 000000 eee 2.1 3.4 3.1 2.4 
North America .. 0.0... 000. ccc ee ene 0.2 1.2 3.8 2.3 
Restor thie: World. -s02 «, ssn Bndee a heeds eR RR GON a 1.2 1.9 1.6 1.5 
Total revenues: g.s3 oes. esi wed FR POR aS 4.1 9.3 12.2 LD 
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SELECTED RESTATED FINANCIAL INFORMATION 


The summary financial information as of and for each of the years ended December 31, 1996, 1997 and 1998 
have been derived from the Restated Consolidated Financial Statements included elsewhere in this Offering 
Memorandum. The summary financial information as of and for each of the six months ended June 30, 1998 and 
1999 have been derived from the Interim Consolidated Financial Statements included elsewhere in this Offering 
Memorandum. The summary financial information set forth below should be read in conjunction with the Restated 
Consolidated Financial Statements, the Interim Consolidated Financial Statements and “Managements Discussion 
and Analysis of Financial Condition and Results of Operations” , each of which appears elsewhere in this Offering 
Memorandum. The Historical Statutory Consolidated Financial Statements of Data Fellows, which are also 
included in this Offering Memorandum, have been restated to facilitate the comparability of the Company’s 
financial statements with those of companies operating in similar lines of business. In particular, the Restated 
Consolidated Financial Statements have been restated to reflect the Company’s change in its revenues recognition 
policy. Prior to December 31, 1997, the Company recognized 100 percent of the revenues from software sales 
agreements, including that portion of the agreement related to maintenance, upon execution of the software 
agreement and delivery of the software. Effective January 1, 1998, the Company has recognized revenues related to 
maintenance ratably over the period covered by the maintenance provision of the agreement. Royalty expenses 
related to the maintenance contracts and the tax effect resulting from the deferral of revenues and related expenses 
have also been restated accordingly. The Restated Consolidated Financial Statements have also been presented to 
illustrate the consolidated results of Data Fellows as if the results of the Company’s securities trading activity had 
been recorded as financial income or expense; until December 31, 1998, the Company recorded purchases and sales 
of trading securities as cost of revenues and revenues, respectively. See “Accounting Principles of the Restated 
Consolidated Financial Statements” included in the Notes to the Restated Consolidated Financial Statements for a 
more detailed discussion of the accounting principles used in preparing the Restated Consolidated Financial 
Statements. In this Offering Memorandum, the Company has also included the Interim Consolidated Financial 
Statements, which have been prepared on the same basis as the Restated Consolidated Financial Statements. See 
“Annex B: Key Figures and Financial Ratios of Data Fellows” for additional financial information relating to Data 
Fellows. 


The Company adopted a new revenue recognition policy effective from January 1, 1998. As a consequence, 
the Company’s Interim Consolidated Financial Statements for the six months ended June 30, 1999 have been 
prepared in accordance with the adopted revenue recognition policy and thus comply in all material respects with 
the Restated Consolidated Financial Statements for the years ended December 31, 1996, 1997 and 1998. The effect 
of the accounting change resulting from the adoption of the new revenue recognition policy has been recorded in the 
Company’s Historical Statutory Consolidated Financial Statements in its entirety in the year ended December 31, 
1998. The Interim Consolidated Financial Statements for the six months ended June 30, 1998 have been restated to 
(i) eliminate the effect of the accounting change recorded in the Historical Statutory Consolidated Financial 
Statements for the year ended December 31, 1998 and (11) comply in all material respects with the Restated 
Consolidated Financial Statements for the years ended December 31, 1996, 1997 and 1998. 


The Company’s Restated Consolidated Financial Statements and Interim Consolidated Financial Statements 
have been prepared in accordance with Finnish GAAP, which differ in certain significant respects from U.S. GAAP. 
For a discussion of the principal differences between Finnish GAAP and U.S. GAAP as they relate to Data Fellows, 
see “Annex A: Summary of Certain Differences Between Finnish GAAP and U.S. GAAP.” The Company’s auditors 
as of the year ended December 31, 1998 are Tilintarkastajien Oy — Ernst & Young, whose report on the Company’s 
Restated Consolidated Financial Statements as of or for the years ended December 31, 1996, 1997 and 1998 
appears elsewhere in this Offering Memorandum. 
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Year ended Six months 



































December 31, ended June 30, 
1996 = 1997 1998 1998 1999 
(in euro millions, except per share data) 
(restated) 

Income Statement Information 
REVEMUCS 5355 eer P02 ore gneve Pies Re 24 eee eas ane 4.1 9.3 12.2 5.8 9.5 
Cost of revenues .. 0... 00. eee (0.9) (1.8) (2.2) (1.0) (1.5) 

GIOSS pIolit v2 on S42 e5ee ee ad PR SESTE ERE eee EER 3.2 7.5 10.0 4.8 8.0 
Operating expenses 
Sales and marketing... 2.2.0... ec ee (0.8) (2.3) (4.9) (1.9) (4.6) 
Research and development.............. 0.000000 00 ee (0.7) (1.9) (3.9) (1.8) (3.3) 
General and administrative... 0.0.0.0... cee ee (0.3) (0.6) (1.2) (0.4) (1.0) 

Total operating expenses ............. 00000 ee eens (1.8) (4.8) (10.0) (4.1) (8.9) 
Operating income... . 1... 0... ee eee 1.4 2.7 0.0 0.7 (0.9) 
Financial income ......... 0.0 cee eens 0.2 0.5 0.6 0.6 0.5 
Income (loss) before taxes... 2... 0.0.00... eee eee 1.6 3.2 0.6 1.3 (0.4) 
IMCOMCMAXCS: sates eat net eaves vaste de ae Auer ne ees oe (0.4) (0.9) (0.3) (0.3) 0.2 

Net income (loss)... 2... 0. 0c ee ee 1.2 2.3 0.3 1.0 (0.2) 
Net income (loss) per share)... eee 0.06 0.12 0.02 0.05 (0.01) 
Weighted average number of shares outstanding (in millions)... 19.5 19.8 20.1 20.1 20.1 
Balance Sheet Information 
Fixed assets). .2 ct fssan bag e atterath ease afers Minne Gp aia eg e 0.3 0.7 1.7 1.1 2.5 
Short-term receivables... 2... 00000000 cee eee eee 1.8 4.2 5.9 4.6 8.1 
Cash and marketable securities.................000005 3.0 Sal 3.8 5.6 8.0 
Total @Ssets: -< a eee sihiaes. $0 Ged ste Ga a Se doe dee ae ae sce me a 5.1 10.0 11.4 11.3 18.6 
Shareholders’ equity... 2.0... . 0c eee 1.6 3.5 3.2 4.0 2.8 
Convertible capital notes... 2... 2.2 eee ee — 5.0 
Deferred revenues ........ 0000.0 ee 2.1 3.5 5.5 4.5 7.0 
Other short-term non-interest bearing liabilities............ 1.4 3.0 2:9 2.4 3.6 
Long-term interest bearing liabilities................... 0.0 0.0 0.2 0.4 0.2 
Cash Flow Statement Information 
Cash flow from operations... ........ 0.00002 nee 3.2 3.3 0.4 Ik2 0.4 
Investments in assets... 0... ee ee (0.2) (0.7) (1.3) (0.5) (1.1) 





(1) Per share information has been calculated by using the current number of shares outstanding, 20,254,875. 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


The following discussion should be read in conjunction with the Restated Consolidated Financial Statements 
and the Interim Consolidated Financial Statements contained elsewhere in this Offering Memorandum. 


Overview 


The Company develops, markets and supports a broad range of centrally managed and widely distributed 
best-of-breed anti-virus and encryption software applications as well as the F-Secure Framework, a data security 
architecture for corporate computer networks. The Company shipped its first anti-virus software product in 1990 
and its first encryption software product in 1996. Historically, a majority of the Company’s revenues have been 
derived from anti-virus products. While in the past the Company has divided its revenues between sales of 
anti-virus and encryption products, with the ongoing development and marketing of the Company’s F-Secure 
Framework architecture, which seamlessly integrates the functionality of the Company’s F-Secure anti-virus and 
encryption software, management believes that the market will increasingly view its products as integrated data 
security products. 


Revenues 


The Company’s revenues consist primarily of license fees and maintenance contract fees. The Company 
generates its revenues through sales of its products to end-users (whether directly or through its distribution 
partners) and, to a lesser extent, from sales of products to OEMs for inclusion in their products and from sales of 
products to service providers which sell data security services using the Security as a Service'’ concept. With 
respect to the Company’s anti-virus products, fees charged to end-users comprise a fee for the license and a fee for 
maintenance and support over the course of the license term. With respect to the Company’s encryption products, 
end-users may opt to purchase a maintenance contract in addition to the license. Revenues attributed to mainte- 
nance and support are recognized ratably over the course of the license term. 


The Company introduced its solution enabling Security as a Service’ in the summer of 1999 and has yet to 
generate material revenues from it. In the future, the Company plans to enter into more Security as a Service” 
arrangements with ISPs (Internet service providers) and other service providers for the delivery of Data Fellows’ 
software to their respective customers. The Company charges service providers using the Security as a Service” 
solution fees on the basis of the number of end-users of the Company’s software. 


Revenues from perpetual software licenses have accounted for a major portion of the Company’s revenues. 
Pricing of the Company’s software product licenses is based upon the number of users that are covered by each 
license. The pricing structure is designed on a sliding scale so that the larger the number of users under a single 
license, the smaller the per-user license charge. The reduction in the per-user license charge for multi-user licenses 
is smaller for the Company’s encryption products than it is for its anti-virus products. The Company typically 
generates additional revenues from existing customers by offering them new licenses which increase the number of 
users authorized under the license. 


Sales of maintenance contracts have been increasing as customers renew these contracts. Maintenance 
contracts sold in conjunction with licenses for the Company’s anti-virus and encryption products have in most cases 
one-year or two-year terms. Maintenance services for the Company’s products include product updates, online and 
telephone technical support, and, for the Company’s anti-virus products, frequent virus pattern updates. For 
anti-virus products, the fee for a one-year maintenance contract is equal to the cost of the license. For encryption 
products, the annual price of the maintenance contract varies depending upon the product and averages approxi- 
mately 20 percent of the initial cost of the license. In addition, for both anti-virus and encryption products, the 
Company provides a discount on the price of a maintenance contract if the customer opts to take a two-year 
contract. In certain countries, such as Norway and Germany, the maintenance contracts are automatically renewed 
unless formally cancelled by the customer. 


Users of the Company’s anti-virus products are required to purchase both a license and an initial maintenance 
contract. The Company is currently evaluating whether to bundle a maintenance contract with the license for all of 
its encryption products. Currently, purchasers of encryption products are not required to purchase a maintenance 
contract from the Company. However, a substantial majority of the Company’s customers opt to enter into a 
maintenance contract with the Company. 
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The prices for both the Company’s product licenses and maintenance contracts have been generally stable 
since 1996, with the exception of 1998, when the prices for the Company’s anti-virus products were temporarily 
reduced due to prevailing competitive conditions at the time. Prices for the Company’s products do, however, vary 
significantly by geographic region. 


The Company generally recognizes license revenues upon shipment and customer invoicing. The Company 
makes provisions to cover the estimated risk to its accounts receivable of customer non-payments. In general, the 
Company records revenues attributable to maintenance and support as deferred revenues and recognizes such 
revenues ratably over the license term. As a consequence of the Company’s revenue recognition policy, the cash 
provided by ongoing sales activities has exceeded revenues to date. 


Customers may license Data Fellows’ products either directly from the Company or from the Company’s 
multinational distribution network of VARs (value-added resellers), systems integrators and other distributors. A 
large portion of the Company’s products sold outside of Finland and North America have been sold through Data 
Fellows’ third party distribution network. In the six months ended June 30, 1999, the Company’s sales force 
accounted for approximately half of the revenues generated from products and maintenance contract sales in North 
America and, in Finland, the Company’s sales force accounted for approximately half of new license sales and a 
majority of sales of maintenance contracts. The Company’s distribution partners are charged a net price for the 
products they purchase from the Company. Depending on the arrangement between the Company and the distribu- 
tion partner, the Company either invoices the distribution partner when an order is received from the distribution 
partner or when the distribution partner reports its sales of the Company’s products in its monthly sales report to the 
Company. 


For the six months ended June 30, 1999, the Company generated approximately 40 percent of its revenues 
from sales to customers located outside of Europe. Until 1998, the Company typically invoiced in the currency of 
the country where the license was sold. Since the beginning of 1999, the Company invoices principally in euros and 
U.S. dollars. The Company’s reported earnings have, to some extent, been affected by fluctuations in the exchange 
rates between certain currencies in which the Company sells to its customers and the currency in which it incurs 
expenses. The principal currency flows that have an impact on the Company’s results of operations have been net 
inflows of Japanese yen, in which the Company has recorded higher revenues than costs, and net outflows of U.S. 
dollars, in which the Company has recorded higher costs than revenues. However, because the Company’s net 
currency inflows and outflows have been relatively minor to date, the Company does not currently utilize any 
derivative financial instruments to hedge its currency risks. The Company does, however, intend to put a hedging 
policy in place within six months after the Offering. 


The Company has begun publishing prices and charging its license and maintenance fees in euros. As a result 
of providing customers with euro-denominated prices, the Company expects it will be more difficult to maintain its 
practice of having different prices for products in different geographic regions. The introduction of the euro may 
thus exert pressure on the Company to establish a more uniform pricing structure, which could have a temporary 
impact on the levels of the Company’s license and maintenance fees. 


Cost of Revenues 


The Company’s cost of revenues consists principally of royalty fees incurred on the sale of the Company’s 
anti-virus and encryption products. The Company pays royalties on the revenues of each of its F-Secure Anti-Virus 
products and on revenues of its F-Secure SSH line of encryption products. The Company does not currently pay any 
royalties to third parties with respect to its F-Secure FileCrypto or its F-Secure VPN+ products. As sales of 
F-Secure FileCrypto and F-Secure VPN+ increase, cost of revenues as a percentage of revenues will decrease as the 
Company pays no royalties on these products. Moreover, since September |, 1999, the Company has begun to pay 
reduced royalty rates on revenues of F-Secure Anti-Virus products as a result of the conclusion of a revised license 
agreement with one of its software development partners. The Company’s other cost of revenues includes costs 
associated with the shipping and packaging of its products and the preparation and printing of its product manuals. 


Sales and Marketing, Research and Development, and General and Administrative Costs 


Operating expenses are incurred in relation to sales and marketing, research and development and general and 
administrative activities. Sales and marketing expenses consist primarily of salaries, sales commissions, benefits 
and travel expenses of sales and marketing personnel as well as marketing program expenses. Sales and marketing 
expenses also include reimbursements made to third-party distributors for certain expenses incurred by them to 
market Data Fellows’ products. Research and development expenses consist primarily of salaries and benefits of the 
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Company’s product development, product engineering and quality control personnel as well as fees paid to 
subcontracted software engineers. All costs and expenses associated with the Company’s research and development 
activities are recognized in the period in which such costs and expenses are incurred. Consequently, no research and 
development costs have been capitalized to date. General and administrative expenses consist primarily of person- 
nel costs for administration, finance, human resources and legal and accounting fees as well as internal IT system 
costs. The Company’s depreciation expenses, which primarily reflect the depreciation of the Company’s computer 
hardware equipment, is included in sales and marketing, research and development or general and administrative 
expenses in proportion to the use of such equipment and other depreciable items by the relevant category of 
personnel. 


Financial Items 


The Company’s income from financial items has historically consisted of interest earned on the Company’s 
cash balances and money-market instruments and capital gains from the Company’s investments in marketable 
securities. In prior years, the Company actively invested its excess cash in Finnish securities and recorded 
significant capital gains as a result of such activity. In July 1999, the Company discontinued investing its surplus 
cash in securities and invested all of its existing investments into low-risk money-market instruments. As a result, 
the Company expects its comparable financial income to decrease in the future. 


Future Outlook 


The Year 2000 problem is expected to adversely affect the Company’s sales during the last quarter of 1999. 
However, the introduction and distribution of the F-Secure Framework in the fall of 1999 and the expansion of the 
Company’s sales and marketing organization during 1999 are expected to strengthen the position of Data Fellows in 
the international market. Management believes that the results for the full year of 1999 will be negative principally 
due to the Company’s research and development expenses relating to its investments in the development of the 
F-Secure Framework and due to increased marketing expenses. Management believes that the sale of applications 
based upon the F-Secure Framework will increase the Company’s revenues and profitability in the near future so 
that the results of the Company beginning with the last quarter of 2000 will be positive, subject to currently 
unforeseen changes or circumstances. 


Results of Operations 
Revenues 


The Company’s revenues were € 4.1 million, €9.3 million and € 12.2 million in 1996, 1997 and 1998, 
respectively, representing increases of 127 percent from 1996 to 1997 and 31 percent from 1997 to 1998. The 
Company’s revenues were € 5.8 million for the first six months of 1998 as compared to € 9.5 million for the first 
six months of 1999, representing an increase of 64 percent over the comparable period in the prior year. The 
Company’s revenues increased over the periods under analysis principally as a result of the increases in the size and 
productivity of the Company’s third-party distribution network and the Company’s sales force, particularly in North 
America. Revenues were also boosted by the introduction of new product enhancements and introductions, 
including the commencement of the marketing of the Company’s encryption products in late 1996, as well as 
increases in average transaction sizes. Encryption products accounted for less than five percent of the Company’s 
revenues in 1996 and approximately 31 percent for the six months ended June 30, 1999. 


In the first six months of 1999, as compared to the first six months of 1998, the Company’s sales of anti-virus 
products grew by 58 percent. The growth was principally a result of growth and increased efficiency in the 
Company’s third-party distribution network, the growing market recognition and acceptance of the Company’s 
re-branded product lines and the increase in the Company’s sales force, particularly in the United States. In 
addition, the Company believes that the publicity surrounding computer virus outbreaks in early 1999, including 
reports on the Melissa virus, had a positive effect on the Company’s revenues. 


In 1998, the Company’s sales of anti-virus software products was largely unchanged from 1997 levels. This 
absence of growth was due to a combination of factors, including: (i) the premature announcement of a product 
upgrade at the end of 1997 to correspond with the change in name of the Company’s anti-virus products from 
F-PROT to F-Secure in early 1998, which resulted in a temporary decrease in 1998 sales of the Company’s existing 
anti-virus software products, (ii) the fact that the Company’s focus on the development and commercialization of 
the F-Secure Framework architecture diverted capital and human resources from the marketing and sale of the 
Company’s anti-virus software products, (iii) the Company’s emphasis on its new encryption products in third-party 
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distribution network training programs, and (iv) the temporary pricing pressure faced by the Company in certain 
European markets, including France and Germany, where one of the Company’s main competitors in the anti-virus 
market opened up sales locations and began aggressive marketing campaigns. Since 1998, price levels of anti-virus 
products have recovered and stabilized. In 1997 as compared to 1996, the Company’s revenues from its anti-virus 
products were boosted by the introduction of its first anti-virus line of products for servers in late 1996. 


The Company’s revenues from its encryption products increased by 83 percent in the first six months of 1999 
as compared to the first six months of 1998 and by 170 percent in 1998 as compared to 1997. The growth was 
principally due to the expansion of the Company’s distribution network, particularly in North America where the 
Company records over half of its sales of encryption products. The Company’s revenues were also positively 
affected by the introduction of two new encryption products in the second half of 1998: the IPSec-compliant 
F-Secure VPN+ and F-Secure FileCrypto. Demand for encryption products has also increased significantly in the 
Nordic countries and Japan. In 1997, the Company’s revenues from its encryption products increased eight-fold as 
compared to 1996. The Company first began marketing and selling its encryption products in the second half of 
1996. 


The Company also significantly expanded its sales force in North America and, in late 1998, established 
operations in France, Germany and the United Kingdom. Increased marketing activity, including participation in 
high-profile data security conferences and seminars, also resulted in increased brand awareness and sales of the 
Company’s data security solutions. The Company also began selling the F-Secure Workstation Suite in July 1999. 
Management believes that the increased usage of Internet-based corporate networks has also increased awareness 
of, and demand for, the Company’s best-of-breed F-Secure data security applications. 


Cost of Revenues 


The Company’s cost of revenues was € 0.9 million, € 1.8 million and € 2.2 million in 1996, 1997 and 1998, 
respectively, and € 1.0 million and € 1.5 million in the first six months of 1998 and 1999, respectively. These 
increases were due principally to increased royalty payments to third parties resulting from increased sales of the 
Company’s anti-virus and encryption products. Gross profit margin improved throughout the above periods 
principally due to the greater percentage of overall sales of higher-margin encryption products. 


Operating Expenses 


Sales and Marketing. The Company recorded sales and marketing expenses of € 0.8 million, € 2.3 million 
and € 4.9 million in 1996, 1997 and 1998, respectively, representing increases of 188 percent from 1996 to 1997 
and 113 percent from 1997 to 1998. The Company’s sales and marketing expenses were € 1.9 million for the first 
six months of 1998 as compared to € 4.6 million for the first six months of 1999, representing an increase of 
142 percent over the comparable period in the prior year. Sales and marketing expenses have increased largely due 
to the build-up of the Company’s sales force and costs related to the expansion and training of the Company’s third- 
party distribution network. 


In the first six months of 1999 as compared to the first six months of 1998, the Company recorded increased 
marketing expenses as a result of hiring personnel for the Company’s satellite offices in Calgary, Dallas, Houston 
and Washington D.C. and establishing operations in France, Germany, Japan and the United Kingdom in late 1998 
and early 1999. In 1998 as compared to 1997, the Company’s sales and marketing expenses increased principally as 
a result of the build-up of the Company’s U.S. marketing organization. In 1997, the Company established its San 
Jose office and significantly expanded its Finnish sales force. In addition, the Company’s sales and marketing 
expenses increased in 1997 as compared to 1996 as a result of the global build-up of the Company’s European sales 
and marketing organization. 


Research and Development. The Company recorded research and development expenses of € 0.7 million, 
€ 1.9 million and € 3.9 million in 1996, 1997 and 1998, respectively, representing increases of 171 percent from 
1996 to 1997 and 105 percent from 1997 to 1998. The Company’s research and development expenses were 
€ 1.8 million for the first six months of 1998 as compared to € 3.3 million for the first six months of 1999, 
representing an increase of 83 percent over the comparable period in the prior year. The Company’s research and 
development costs have increased due to the increase in the number of personnel in the Company’s research and 
development department from 12 employees at year end 1996 to 22, 47 and 73 employees at December 31, 1997 
and 1998 and June 30, 1999, respectively. The major part of the Company’s research and development expenses 
recorded in 1998 and the first six months of 1999 were directed to the development of the F-Secure Framework and 
applications based on the F-Secure Framework. A majority of the new personnel employed during this period were 
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hired to support the development of the F-Secure Framework architecture and the development of the Company’s 
new encryption products. Compensation levels for the Company’s research and development personnel have also 
increased. Research and development expenses as a percentage of revenues represented 17 percent, 20 percent and 
32 percent for 1996, 1997 and 1998, respectively, and 31 percent and 35 percent for the first six months of 1998 and 
1999, respectively. 


General and Administrative. The Company recorded general and administrative expenses of € 0.3 million, 
€ 0.6 million and € 1.2 million in 1996, 1997 and 1998, respectively, representing increases of 100 percent from 
1996 to 1997 and 100 percent from 1997 to 1998. The Company’s administration expenses were € 0.4 million for 
the first six months of 1998 as compared to € 1.0 million for the first six months of 1999, representing an increase 
of 150 percent over the comparable period in the prior year. The Company’s administrative personnel increased 
from five at year end 1996 to 10, 21 and 33, at year end 1997 and 1998 and at June 30, 1999, respectively. The new 
personnel employed during this period were hired primarily to staff the Company’s IT, finance and human resources 
departments. 


Financial Items 


The Company recorded net financial income of € 0.2 million, € 0.5 million, € 0.6 million in 1996, 1997 and 
1998, respectively, and € 0.6 million and € 0.5 million in the first six months of 1998 and 1999, respectively. 
Financial income during these periods resulted from both interest income and capital gains on the Company’s 
securities portfolio. However, the Company expects its net financial income to be lower in the future due to the fact 
that the Company discontinued investing its surplus cash in mutual funds and other equity investments from July 
1999 and invested the proceeds from its discontinued equity investments into money-market and other interest 
bearing instruments. 


Taxation 


The Company’s income taxes were € 0.4 million, € 0.9 million and € 0.3 million in 1996, 1997 and 1998, 
respectively, and € 0.3 million for the first six months of 1998. The Company’s income taxes were € (0.2) million in 
the first six months of 1999 on a loss before taxes of € 0.4 million. The applicable Finnish corporate income tax rate 
was 28 percent in each of 1996, 1997 and 1998. However, the corporate tax income rate is expected to increase to 
29 percent, with effect from January 1, 2000, on the basis of the political platform of the new Finnish cabinet that 
took office in April 1999. 


Net Income/Loss 


As a result of the foregoing, the Company recorded net income of € 1.2 million, €2.3 million and 
€ 0.3 million in 1996, 1997 and 1998, respectively, and net income of € 1.0 million in the first six months of 1998 
as compared to a net loss of € 0.2 million in the first six months of 1999. 


Liquidity and Capital Resources 


At June 30, 1999, the Company had cash and marketable securities of € 8.0 million. The Company has 
historically funded its operations from cash generated from its operating activities. In addition, in prior years, the 
Company actively invested its excess cash in Finnish equity and fixed income mutual funds and recorded 
significant capital gains as a result of such activity. The Company has typically used the cash provided by 
operations for working capital needs. 


The Company’s capital expenditures for the first six months of 1999 were € 1.1 million and related principally 
to leasehold improvements, enhancements to the Company’s ERP system, office furniture and equipment as well as 
computer equipment for product development. 


The Company currently leases its current headquarters in Espoo under a lease expiring on August 30, 2000 
with an option for an additional two years. In September 1999, the Company signed a ten-year lease for premises in 
Helsinki. This lease commences on March 1, 2001 and is intended to accommodate future expansion of the 
Company’s Finnish business operations. As a result of the new lease, the Company’s annual rent payable will 
increase during the first year of the new lease by € 0.8 million. The Company expects to sublease those portions of 
the new building which it does not occupy. 


Until March 1999, the Company did not have any debt or preferred securities outstanding. In March 1999, the 
Company issued five-year convertible capital notes in the aggregate principal amount of € 5.0 million. Each note 
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was issued in the principal amount of € 100,000 and the notes bear annual interest at the rate of two percent. The 
notes may be converted into Shares after the start of public trading of the Shares between January 2 and 
December 21 each year until March 25, 2004. Each € 100,000 note entitles its holder to convert the note into a 
maximum of 13,500 and to a minimum of 6,750 Shares of the Company. The final conversion ratio will depend on 
the price and timing of the initial public offering of the Shares. In the event the Shares start public trading before 
March 31, 2000, the conversion price for the notes will be at a 35 percent premium over the initial public offering 
price. If the initial public offering price per Share exceeds certain threshold prices, however, the entire principal 
amount of each note can only be converted into Shares in such a manner that the number of Shares is decreased to 
correspond to the principal amount of the note. The minimum number of Shares into which the note may be 
converted, however, may not be less than 6,750 Shares. If the initial public offering takes place before March 31, 
2000 and the public offering price is less than € 5.49 per share, a portion of the principal amount will be paid back 
in cash. In the event the entire principal amount of the convertible capital notes is converted into Shares, the 
Company’s share capital will be increased by € 13,500, representing 675,000 Shares. 


The Company may in the future seek to acquire businesses, products or technologies that are complementary 
to those of the Company. While the Company engages from time to time in discussions with respect to potential 
acquisitions, there can be no assurance that any such acquisitions will be made or that the Company will be able to 
successfully integrate any acquired business. In order to finance such acquisitions, it may be necessary for the 
Company to raise additional funds. Any equity or debt financing, if available at all, may be on terms which are not 
favorable to the Company and, in the case of equity financing, may result in dilution of the Company’s shareholders. 
See “Risk Factors—Management of Growth.” 


Option Plans 


Under an option plan established in 1998, the Company authorized the issuance of up to 2.4 million options to 
employees of Data Fellows. Each option entitles the holder thereof to subscribe for one Share. The authorized 
options were divided into three series: (1) a maximum of 840,000 Series A options, exercisable at any time between 
April 1, 2000 and March 31, 2003; (ii) a maximum of 840,000 Series B options, exercisable at any time between 
April 1, 2001 and March 31, 2004; and (iii) a maximum of 720,000 Series C options, exercisable at any time 
between April 1, 2002 and March 31, 2005. Each series of options has an exercise price of € 0.57 and is granted 
based upon employee position and work performance. To date, approximately 0.7 million of the Series A options 
have been granted, approximately 0.8 million of the Series B options have been granted and approximately 
0.4 million of the Series C options have been granted. 


In August 1999, the Company established an option plan for certain of its executive level employees in the 
United States. Under this option plan, the Company authorized the issuance of up to 1,068,000 options, each of 
which entitles the holder thereof to subscribe for one Share. The authorized options are divided into four series: 
(1) the first series is for a maximum of 174,375 options which are exercisable immediately upon grant until 
September 30, 2005, (11) the second series is for a maximum of 302,250 options exercisable between August 1, 1999 
and September 30, 2005, (iii) the third series is for a maximum of 302,250 options exercisable between August 1, 
2000 and September 30, 2005, and (iv) the fourth series is for a maximum of 289,125 options exercisable between 
August 1, 2001 and September 30, 2005. Each series of options has an exercise price of € 2.61. Certain of the 
options can only be exercised if specified performance targets are met. To date, 843,000 options under this plan 
have been granted to two key executive employees in the United States and 225,000 have been reserved for future 
issuance. As of October 14, 1999, 43,875 options have been exercised under this option plan. 


In November 1999, the Company intends to establish a new option plan pursuant to the authorization by the 
extraordinary general meeting of shareholders on August 10, 1999 under which the Company will issue up to 
1.8 million options to employees of Data Fellows. Each option will entitle the holder thereof to subscribe for one 
Share. The Company expects to grant these options in quarterly tranches starting in the fourth quarter of 1999 and 
ending in the fourth quarter of 2001. The Company, however, reserves the right to grant the options at any time, or 
not at all. The options will have an exercise price that is based upon the average trading price of the Shares during 
the five business days preceding the quarter during which the options are granted. 


At the time that any of the above options are exercised, the Company is required to record social costs in 
accordance with the legal requirements in the particular country in which the employee exercising the option is 
resident. 
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The tables below set forth certain information with respect to the Company’s existing option plans. The 
amounts take into account a resolution of the Company’s extraordinary shareholders’ meeting on October 8, 1999 in 
respect of a share dividend. 


1998 Option Plan 


Number of options authorized ... 2.2... ee ee 2.4 million options 

Aggregate number of shares into which authorized options may be 
CXCICISED 55 & eptath Mere bon oe Re MG oak ote aroun aiotow ee 2.4 million Shares 

Total number of options granted to date ................0000- 1.9 million options 

Exercise price of options... 2.2... ee ee € 0.57 

Exercise period: 
Series A options (840,000 options authorized)................ April 1, 2000 to March 31, 2003 
Series B options (840,000 options authorized)................ April 1, 2001 to March 31, 2004 
Series C options (720,000 options authorized)................ April 1, 2002 to March 31, 2005 


1999 Executive Option Plan 


Number of options authorized ... 1.0... . ee ee 1,068,000 options 
Aggregate number of shares into which authorized options may be 
OXCICISE, oii. a. 4 othe aed hee ae ue Bie ae RA eR ao 1,068,000 Shares 
Total number of options granted to date ................0000. 843,000 options 
Exercise price of options... 2.2... . ee eee € 2.61 
Exercise period: 
First Semmes! 4 2044 ¢24 Seda d Gad 5 onde Bea Seta nda de eee ee immediately exercisable 
to September 30, 2005 
Second Series: ¢c3 . ses $54 bende dba eee e eee eee da ewes August 1, 1999 to 
September 30, 2005 
Third Series 46-40 gto ea SER SORA ER RS ORAS EER EEE DS August 1, 2000 to 
September 30, 2005 
Fourth ‘Seres: 4.2.54 24.4 e084 eG 44 eas OES Ee SEG a SEE August 1, 2001 to 


September 30, 2005 
1999 Employee Option Plan 


Number of options authorized ... 0.0... 2. ee ee ee 1.8 million options 
Aggregate number of shares into which authorized options may be 
CXCICISED wa. oe bien sel esas oh ee eS Kade Seo 1.8 million Shares 
Total number of options granted to date ................0000. 0 options 
Exercise price of options... 2... 0... ee tt ees Average trading price of the 


Shares during the five business 

days preceding the quarter during 

which the options are granted 
Exercise: period: 1s as 2s da weaved oe bee Cade wae Eda be tee ws January 1, 2001 to 

September 30, 2005 


In the event that (1) all the options under the Company’s existing option plans are exercised and (11) all of the 
Company’s five-year convertible capital notes are converted into Shares at a conversion ratio which results in the 
maximum issuance of Shares from such conversion, the Company will be required to issue an aggregate of 
5,899,125 additional Shares representing 22.6 percent of the Company’s current share capital at the commencement 
of the Offering taking into account its dilutive effect. 


Impact of Year 2000 


Many currently installed computer systems and software products are coded to accept only two digit entries in 
the date code field. As a result, a potential problem exists with respect to the Year 2000 whereby software that 
records only the last two digits of the calendar year may not be able to distinguish whether “00” means 1900 or 
2000. This software will need to be upgraded to accept four digit entries to distinguish between 20" and 21% century 
dates and avoid software failures or erroneous data results. 


24 


Data Fellows’ Products 


The Company has conducted Year 2000 testing for all of its products as a standard procedure during 
development and testing for each product and update since 1996. To date, the Company has not found any material 
Year 2000-related problems in any of its products. Each Data Fellows product must pass an internally administered 
test for Year 2000 compliance based on the standards established by the British Standards Institution. The Company 
designates a product “compliant” if (i) the tested product is able to accurately process date data from, into and 
between the 20" and 21% centuries and the years 1999 and 2000 when used in accordance with its product 
documentation, and (ii) the tested product and all other products used in combination with it are able to properly 
exchange data. The Company designates certain compliant products “certifiably compliant” if such products have 
successfully passed certain additional tests designed by the Company for Year 2000 compliance. Products which do 
no date-related processing are considered to be compliant. As of August 31, 1999, all of the Company’s products 
are deemed either “compliant” or “certifiably compliant.” 


Data Fellows’ Internal Equipment 


Year 2000 issues could affect computers, software and other computing equipment used by the Company. 
Accordingly, the Company is reviewing its internal computer programs and systems to ensure that they will be Year 
2000 compliant. The Company believes that it has identified substantially all of the major computers, software 
applications and related equipment used in connection with its internal operations that must be modified, upgraded 
or replaced to minimize the possibility of a material disruption to its business. The Company is finalizing the 
process of modifying, upgrading and replacing its internal computer programs and systems that have been 
identified as potentially being adversely affected by the Year 2000 date change and expects to complete this process 
before November 30, 1999. In addition to computers and related systems, the operation of the Company’s office and 
facilities equipment, such as fax machines, photocopiers, telephone switches, alarm systems, elevators and other 
common devices may be affected by the Year 2000 problem. The Company is currently assessing the potential 
effect of, and costs of remedying, the Year 2000 problem on this equipment. The total costs of completing any 
required modifications, upgrades or replacements to any of the Company’s internal equipment are not expected to 
be material. 


Third-Party Suppliers 


The Company has been gathering information and Year 2000 compliance statements from software vendors 
and has initiated communications with third-party suppliers of its major computers, software and other equipment 
used, operated or maintained by it to identify and, to the extent possible, resolve issues involving the Year 2000 
problem. However, the Company has limited control over the action of such third-party suppliers. Thus, while it 
expects that it will be able to resolve any significant Year 2000 problems with such systems, there can be no 
assurance that the Company’s suppliers will resolve all Year 2000 problems with such systems before the 
occurrence of a material disruption to the business of the Company or any of its suppliers. 


Risks 


The failure by the Company or any of its third-party suppliers to correct any Year 2000 problems in a timely 
manner could have a material adverse effect on the Company’s business, operating results or financial condition. In 
addition, the Company may also experience reduced sales of its products as potential customers reduce their 
budgets for advanced data security systems due to increased expenditures on their own Year 2000 compliance 
efforts. Moreover, during the remainder of 1999, existing or potential customers may choose to defer new software 
product purchases until after January 1, 2000 to avoid the possibility of introducing any new Year 2000 issues. Such 
conduct by existing or potential customers could have a significant negative impact on the Company’s revenues in 
the last quarter of 1999 and/or the first quarter of 2000. See “Risk Factors—Year 2000 Risks.” 
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BUSINESS OF DATA FELLOWS 


The Company is a leading provider of data security solutions. The Company develops, markets and supports a 
broad range of centrally managed and widely distributed best-of-breed anti-virus and encryption applications as 
well as the F-Secure Framework, a data security architecture for corporate computer networks. The Company’s 
products enable enterprises to protect corporate information by defining the appropriate level of data security and 
centrally managing and monitoring the execution of data security so that it is transparent and unobtrusive to 
end-users and does not interfere with their daily work activities. In the summer of 1999, the Company introduced its 
F-Secure Framework, a scalable, centrally administered management architecture that integrates the Company’s 
software applications as well as future F-Secure Framework-enabled and compatible applications of other vendors. 
The F-Secure Framework enables the delivery of Security as a Service’, the provision of data security as a 
remotely managed service either by internal IT departments or third-party service providers. Security as a 
Service" is intended to capitalize on the emerging demand of enterprises and consumers to obtain data security 
solutions from third-party service providers. 


At August 31, 1999, Data Fellows had local subsidiaries in the United States, Germany, the United Kingdom, 
France, Japan and China (Hong Kong). In addition, the Company has three sales offices in the United States and 
one in Canada. The Company has distribution partners and importers in more than 90 countries. The Company has 
also entered into a number of strategic OEM agreements whereby Data Fellows’ best-of-breed F-Secure data 
security applications are integrated into the services and products of leading communications and IT companies, 
such as Cisco Systems Inc., Digital Island Inc., Fujitsu Limited, International Business Machines Corporation 
(IBM), LM Ericsson AB, Nokia Corporation and Sonera Corporation. The Company believes that there is an 
emerging market for enterprise-wide security solutions which combine the high level of security of a widely 
distributed approach with an easily managed centralized system. Management believes that the combination of its 
F-Secure Framework architecture and its best-of-breed F-Secure anti-virus and encryption software applications 
provides a seamlessly integrated solution to the most demanding concerns of modern enterprises. 


Industry Background 


The global nature of today’s business environment increasingly requires employees to access confidential 
business information from outside the office using public networks. At the same time, the growth of the Internet, 
electronic commerce, corporate intranets, EDIs and extranets have greatly increased the ease and speed with which 
information flows within and beyond the corporate computer network. These business tools and the continual 
growth in networking among companies have required corporations to open up their networks, making their 
systems and data vulnerable to an increasing variety of internal and external threats. Many business operations 
require mobile employees. It is important that the strategic information of a company be accessible from, for 
example, customers’ premises, hotels and airports. Simultaneously, employees are increasingly demanding to have 
the choice to work from home. This not only results in increasing use of network connections, but also results in the 
storing of the company’s confidential information on different kinds of mobile equipment, such as portable 
computers, as well as in new combinations of telephones and computers. 


Confidential information is increasingly stored and processed outside the corporation’s LANs and frequently 
moves outside the protective perimeter of corporate firewalls, routers and intrusion detection gateways and/or 
servers. Corporations are increasingly demanding security that can be comprehensively implemented on each 
device used to access, transmit, process and store data. This requires data security to be distributed to each device 
used for the storing and processing of information, including, for example, portable computers wherever they are 
used. 


The Company believes that the demands of networked corporations require a new approach to data security 
that will combine the high level of security of a widely distributed approach with an easily-managed centralized 
system. The Company believes that networked corporations will also require that data security be delivered across 
the enterprise in the form of a service that is transparent, automatic and reliable for the end-user and simultaneously 
centrally administered and defined by the system administrator. The data security service can be provided either by 
the internal IT department or a third-party service provider. 


Two principal challenges facing enterprises in maintaining the security of their information assets and 
corporate computer networks are (i) countering the threat of computer viruses and (ii) maintaining the confidential- 
ity, integrity and authenticity of data. While these two challenges have historically been viewed as separate data 
security concerns, the Company believes that today’s computing environment requires a widely distributed and 
integrated security solution designed to protect the corporation from both these and other potential security threats. 
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Computer Viruses 


Computer viruses are software programs that infect computer systems by secretly attaching themselves to 
other programs and self-replicating. Computer viruses can be transmitted in various ways, for example (1) through 
e-mail and application software files transmitted among multiple users within a computer network, (ii) by 
downloading malicious code from the Internet, (iii) at the workstation level, through the downloading of code from 
a diskette into a PC’s memory, or (iv) at the server level, through files transmitted from a server to a client or vice 
versa. If unchecked, computer viruses can cause varying degrees of damage, including altering or destroying 
system files, giving outsiders access to confidential information on a company’s network and displaying disruptive 
messages on a user’s screen. In corporate computer networks, viruses can disrupt network servers and client 
computers, thereby causing significant productivity losses, damage to data files and system reconfiguration costs. 


As computer technology has grown more sophisticated, the number and types of viruses have grown rapidly. 
According to the International Computer Security Association (ICSA), corporations experienced on average 86.5 
virus encounters per 1,000 machines in 1998, compared with 62.5 encounters per 1,000 machines in 1997. In 
particular, the threat from “macro” viruses, which are transmitted within a user’s own document files, typically via 
e-mail attachments, have increased significantly. More recently, the emergence of network aware types of viruses, 
Trojan horses and worms, such as Melissa and NetBus, have necessitated fundamental changes in the way data is 
protected. Organizations are no longer exposed only to decreased productivity, but also to theft and/or public 
disclosure of their most valuable business data by malicious code. 


There are three main types of anti-virus software programs: scanners, integrity checkers and heuristic 
scanners. Scanners search for binary patterns, or signatures, of known viruses that have attached themselves to 
executable programs. Scanners need to be continually updated as new viruses appear and are identified. Scanners 
usually include repair functionality that removes viruses after they have been identified. Integrity checkers, or 
“checksummers,” detect viruses by searching for suspicious changes in computer programs that may have been 
caused by computer viruses. Heuristic scanners detect viruses, including potential new and unknown viruses, by 
identifying suspicious sequences of computer code, including code which changes its characteristics over time or 
which modifies other existing programs on the disk drives of computers. 


Data Confidentiality, Integrity and Authenticity 


The theft, alteration, destruction or public disclosure of a company’s confidential information assets can have a 
material adverse effect on its business. While companies have attempted to address these risks by installing 
firewalls and implementing security management strategies focused on the prevention of “hacking in” from 
outside the company, such solutions usually do not adequately address the risk of unauthorized access by insiders. 
Today, most instances of serious security-related losses are the result of unauthorized access by an insider familiar 
with the internal processes of the company and able to circumvent existing security control measures. Companies 
that have traditionally relied solely on static password protection or on corporate firewalls are now seeking to adopt 
more sophisticated and comprehensive security strategies to protect their information assets. As an enterprise’s 
computer network expands, it becomes more vulnerable to both internal and external security breaches, thereby 
making more centralized control over security policies and the protection of data within the network through 
encryption more imperative. 


Encryption is the technology used to ensure that data stored in a computer or transmitted over a network 
remains confidential and is not disclosed to unauthorized persons (data confidentiality). However, even the most 
powerful encryption techniques cannot guarantee absolute security. Thus, the best strategy is to attempt to make 
forgeries and other attacks so expensive and time-consuming that the benefits are not worth the effort. While it is 
not possible to prevent every conceivable form of attack, it is possible to make it more difficult for attacks to 
succeed and this is what modern encryption products are designed to do. 


Encryption is the cryptographic conversion of data into a secret code for transmission over a public network. 
The original text, or plain text, is converted into a coded equivalent called “ciphertext” via an encryption algorithm. 
The ciphertext is decoded (i.e., decrypted) at the receiving end and turned back into plain text. An encryption 
algorithm uses a key, which is a binary number that is typically from 40 to 128 bits in length. The data is “locked” 
for sending by mathematically combining the bits in the key with the data bits. At the receiving end, the key is used 
to “unlock” the code, restoring it to its original binary form. There are two common methods of encryption. The 
traditional method uses a secret key, such as the Data Encryption Standard (DES), whereby both sender and receiver 
use the same key to encrypt and decrypt the message. The second method is public-key cryptography, such as RSA, 
which uses both a private key and a public key. Each recipient has a private key that is kept secret and a public key 
that is published and publicly available. The sender looks up the recipient’s public key and uses it to encrypt the 
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message. If implemented properly, the message can only be decrypted with the recipient’s private key, which is in 
the sole possession of the intended recipient. In general, public-key cryptography requires only that public keys be 
associated with their users in a trusted manner, for instance, by maintaining a key in a trusted directory, and that the 
private key not be disclosed. DES and RSA are also occasionally used together. 


Digital signature technology ensures that the message originated with the person signing it (data authentica- 
tion) and that it was not tampered with after the signature was applied (data integrity). If implemented properly, a 
digital signature cannot be forged. It is a computed digest of the text that is encrypted and sent with the text 
message. The recipient decrypts the signature and recomputes the digest from the received text. If the digests 
match, the message is authenticated and proved intact from the sender. 


Existing Data Security Solutions 


To date, most computer network security solutions have been limited in scope. Most software security 
companies have focused on certain types of products, specializing in those that cover a particular type of data 
security problem, such as anti-virus software or firewall solutions. Those companies that do develop products 
intended to address a wide range of data security concerns have focused principally on providing customers with 
product suites covering an assortment of such concerns. While the different products in a suite are typically 
developed not to interfere with one another, they are in essence functionally non-integrated product bundles. Such 
products have also historically had a high total cost of ownership due to the ongoing cost of upgrades, training, 
maintenance and support relating to each separate application. Moreover, existing data security solutions are often 
inadequate to cover a wide range of current-day security problems. For instance, gateway security solutions cannot 
protect against unauthorized activity by insiders and existing corporate firewall solutions typically restrict effective 
remote access to networks by mobile users located outside of the firewall. 


Many of today’s computer network security solutions are centrally managed and relatively inexpensive 
compared to widely distributed security systems. According to the Gartner Group, spending in connection with 
data security in the legacy environment of centralized computing, such as IBM mainframes, absorbs on average two 
to three percent of an enterprise’s total IT budget. To achieve a comparable level of security in networked 
Web-based environments, on the other hand, an enterprise is often required to spend in excess of 15 percent of its IT 
budget. While many corporations have in the past viewed the savings in management costs associated with a 
centrally managed security system as outweighing the benefits of increased security provided by a widely 
distributed system, the increased risks and associated costs of security breaches presented by today’s corporate 
computing environment make existing centrally managed security solutions increasingly inadequate. The Company 
believes that the new demands of networked corporations require new data security solutions that will combine the 
high level of security offered by a widely distributed security system with the ease of management offered by a 
centrally managed system. 


The Data Fellows Solution 


The Company develops, markets and supports a broad range of centrally managed and widely distributed 
best-of-breed anti-virus and encryption software applications as well as the F-Secure Framework, a data security 
architecture for corporate computer networks. The Company’s principal new data security solution, the F-Secure 
Framework, creates a framework to house a corporation’s security-related applications on the host level and also 
provides the management technology which allows the corporation’s system administrator to centrally manage and 
control the corporation’s security network. The F-Secure Framework is offered as a central platform to seamlessly 
integrate, deploy and manage the applications developed by Data Fellows, including its best-of-breed anti-virus, 
file encryption and network encryption software. 


Integrated Security 


In contrast to other developers of data security solutions that bundle several point applications together and 
market such bundle as a product suite, the architecture of the F-Secure Framework allows for the seamless 
functional integration of a corporate customer’s F-Secure Framework-enabled security applications. The F-Secure 
Framework allows system administrators to manage most of the important security technologies from a single 
management console and realize the full benefits of the integration of Data Fellows’ various best-of-breed F-Secure 
anti-virus and encryption software products. A major benefit of this tight integration is the ability to avoid security 
problems resulting from the combination of two security products that have not been designed to operate together 
and the combination of which may create new security gaps. 
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Widely Distributed Security 


Data Fellows believes that to be effective, corporate data security solutions must protect data where such data 
is stored, accessed, transmitted and processed. In line with this belief, the architecture of the F-Secure Framework is 
based on a distributed security approach that protects corporate information throughout the extended network as 
opposed to protecting only a particular part of the network, as is the case with firewalls and gateways. The F-Secure 
Framework enables the distribution of security throughout the network, including individual workstations, servers, 
gateways and mobile devices, such as laptops, where valuable corporate information may be stored and processed. 


Centralized Management 


The F-Secure Framework incorporates a centralized security manager component for setting and enforcing 
security policies across the corporation’s computer network. Through the F-Secure Framework, the system admin- 
istrator manages and oversees all of the corporation’s security systems and enforces security policies throughout the 
network. The centralized model allows for greater control over the security policies of the enterprise and gives 
system administrators the flexibility to implement enterprise-wide security policies rapidly and cost-effectively. 
Centralized security also increases productivity as the implementation of security policies is invisible to end-users 
and does not require end-user training or attention. The F-Secure Framework’s policy-based management system 
enables the system administrator to make security-related decisions in advance without relying on end-users. The 
system administrator is always in control of security settings. Certain competing workstation-level products 
typically allow end-users, independently of the system administrator, to access security settings and reconfigure 
them or even completely disable the security at will. 


High Scalability and Extensibility 


The F-Secure Framework has been designed to manage small workgroup LANs as well as enterprise-wide 
WANs of international corporations. By simply adding more F-Secure Management Servers, the software package 
and policy distribution component of the F-Secure Framework, the corporation can scale its F-Secure Framework- 
based security system to cover large networks. The high degree of scalability allows corporations to expand their 
security networks without significant reconfiguring or training costs. The F-Secure Framework is also extensible, 
allowing users to add other F-Secure Framework-enabled applications developed by the Company or third parties to 
the corporation’s data security system and have such applications be fully integrated into the F-Secure Framework 
solution. 


Low Total Cost of Ownership 


The F-Secure Framework and Data Fellows’ best-of-breed F-Secure data security applications have been 
developed in order to reduce the total cost of ownership of an enterprise-wide security system. Because the 
F-Secure Framework is centrally managed by the system administrator, there is no need to train end-users. As the 
F-Secure Framework provides for the integration of the various aspects of the corporation’s data security needs, the 
corporation does not have to spend resources to ensure that heterogeneous applications function together. A 
seamlessly integrated system also reduces the time and cost of fixing potential security gaps caused by the use of 
incompatible security applications. In addition, the F-Secure Framework and Data Fellows’ best-of-breed F-Secure 
data security applications have been built to be both easy to install and use. Security application updates and 
upgrades can be sent automatically using push technology, eliminating the need for manual updates, and any 
changes in security policy by the system administrator can be implemented automatically across the network. 


The Data Fellows Strategy 


The Company’s objective is to become the world’s leading provider of complete, centrally managed and widely 
distributed data security solutions for enterprises. The Company believes it has a strong technological advantage in 
the developing market for new data security solutions and intends to maximize its advantages through the following 
strategic initiatives: 


Promote the F-Secure Framework and Extend its Capabilities 


The Company intends to continue to direct significant resources toward the research and development and 
marketing of its F-Secure Framework to position it as an industry leading solution for deploying and managing data 
security applications across computer networks. For instance, the Company plans to add additional management 
capabilities and other new features to its F-Secure Framework, such as support of additional platforms like mobile 
handsets and palmtop computers. To further promote awareness and recognition of the F-Secure Framework in the 
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data security market, the Company is planning to introduce the F-Secure Framework Alliance program. Partners in 
the F-Secure Framework Alliance will be invited to integrate their own products directly into the F-Secure 
Framework architecture. This is expected to accelerate market acceptance and the further development and 
extension of the F-Secure Framework. 


Extend the Functionalities and Range of the Company’s Existing Best-of-Breed F-Secure 
Applications; Develop New Best-of-Breed F-Secure Applications 


The Company intends to expand the depth of its existing best-of-breed F-Secure product offerings in each of 
the anti-virus and encryption software categories. The Company is currently engaged in a number of specific 
projects, including: (1) the enhancement of the F-Secure FileCrypto product line to support an automatic “encrypt- 
everything” policy, (ii) a new version of F-Secure SSH which can operate on the F-Secure Framework, and (iii) the 
enhancement of the F-Secure VPN+ to support certificate authorities that use manual, e-mail or CEP-based 
public-key management. The Company has also focused substantial resources on the further development of 
applications based on IPSec technology to enhance its data security offerings. Management believes the high 
penetration of the Internet and mobile phones in Finland offers the Company a competitive advantage in enhancing 
its existing, and developing new, F-Secure applications for the mobile computing market. 


The Company also intends to develop entirely new best-of-breed F-Secure data security applications. An 
example of this strategy is the Company’s F-Secure Distributed Firewall project, which is intended to extend Data 
Fellows’ range of applications into the emerging “intrusion detection” market. Management believes that the 
Company can create a new “intrusion prevention” segment of the market by taking advantage of the F-Secure 
Framework’s ability to put firewall-like capabilities into each computer in a network. The F-Secure Distributed 
Firewall is being designed to provide centrally administered firewall features at the individual workstation level to 
protect against both internal and external corporate data security threats. 


Expand Sales and Support Channels 


The Company intends to expand the international reach of its marketing channel and support service by 
entering into additional distribution and other agreements with selected distribution partners in various countries. 
Data Fellows also plans to expand its F-Secure Solution Provider program, which was established to strengthen the 
Company’s ties with its most valuable VARs and system integrators, through extensive training sessions and joint 
marketing initiatives. In markets of particular strategic importance to the Company, management intends to 
establish new subsidiaries or branch offices to support the selling efforts of OEMs and service providers. In 
particular, the Company plans to invest significantly in the expansion of its sales and marketing resources in the 
United States. Management believes that the combination of expanded indirect sales and support channels and 
enhanced direct sales force capabilities will enable the Company to enter new markets and gain access to a larger 
base of potential customers in a cost-effective manner. 


Further Promote the Company’s Security as a Service’ Solution 


With the continuing growth of Internet computing, management believes that customers in need of network 
and desktop security solutions will increasingly seek to lease such solutions online from service providers of 
various kinds rather than purchase, install and maintain their own security solutions. The deployment architecture 
of the Company’s F-Secure Framework enables the Company to meet this market demand. Service providers can 
provide Data Fellows’ F-Secure data security applications as remotely controlled service products, in which a 
certain level of data security is sold to the customer for a monthly fee. The service provider installs, controls and 
maintains the data security system while the customer can concentrate on developing its business. 


Data Fellows’ Security as a Service” solution is tailored to meet the business needs of internal IT depart- 
ments as well as those of different types of service providers, such as ISPs, ASPs (applications service providers), 
telecommunications operators and facilities management companies, which provide services to various end-users, 
including home users, corporate customers and customers requiring advanced data security solutions. Security as a 
Service” can be configured for a wide variety of service providers and provides a means for such service providers 
to deliver additional services to their customers. 


Data Fellows has recently entered into agreements with Sonera Corporation, a widely recognized and highly 
regarded telecommunications operator, and Digital Island Inc., a leading global provider of networking services, 
whereby both companies will use the F-Secure Framework architecture to provide Security as a Service ™ to their 
customers. 
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Data Fellows is actively marketing its Security as a Service’” solution and seeks to enter into service 
agreements with additional service providers. Data Fellows also plans to focus on enhancing its capability to deliver 
a broader range of its F-Secure data security applications to service providers. Management believes that the 
Security as a Service" solution is both an important means of expanding the revenue generating capacity of its 
existing F-Secure applications and an important method of marketing and distributing its products and services to 
new markets. 


Promote Brand Awareness and Expand Market Opportunities 


The Company intends to further develop worldwide awareness and recognition of its F-Secure Framework and 
its F-Secure data security software applications as an integrated solution to data security. The Company intends to 
expand its market opportunities through strategic partnerships, industry initiatives and aggressive marketing 
designed to heighten market awareness of computer network security issues and the Company’s solutions. Data 
Fellows intends to focus the greater part of its international marketing efforts on the United States and believes that, 
due to the global nature of the U.S. IT market, effectively implemented public relations and marketing campaigns in 
the United States will positively impact the Company’s visibility worldwide. 


Provide Significant Employee Incentives 


The Company aims to build on its reputation as one of the best employers in each of the geographic regions in 
which it has offices. The Company has a longstanding policy of offering its employees a wide range of benefits and 
incentives intended to encourage good work ethics and Company loyalty. These include competitive remuneration 
packages and flexible career development schemes. Management believes this policy creates significant value for 
the Company by enabling it to attract and retain highly skilled personnel, as evidenced by its employee retention 
rate of approximately 99 percent on average over the last three years. The Company intends to continue offering and 
improving such benefits in the future to ensure that its employees are among the most content, highly skilled and 
qualified workers in the industry. 


Products and Technology 
The Company’s F-Secure best-of-breed data security software applications currently include: 
e F-Secure Anti-Virus, a comprehensive virus detection and removal product family; 
¢ F-Secure FileCrypto, a real-time file encryption application; 
e F-Secure VPN+, an IPSec-based network encryption application; and 


e F-Secure SSH, an application providing encrypted connections and allowing the secure remote 
administration of UNIX-based operating systems. 


Except for F-Secure SSH products, all of the foregoing F-Secure applications operate on a common data 
security architecture, the F-Secure Framework, which seamlessly integrates and enables centralized management 
and broad distribution across the network of each separate data security application. Data Fellows’ F-Secure 
applications are marketed and sold both as stand-alone applications or as part of an integrated horizontal and/or 
vertical suite. The Company’s first integrated comprehensive suite, the F-Secure Workstation Suite, was launched 
in July 1999. 


In addition to data security applications, the Company, together with NameSurfer Corporation, jointly 
develops and markets F-Secure Namesurfer for managing and implementing Domain Name Service (DNS) for IP 
networks. 


F-Secure Anti-Virus 


The Company’s F-Secure Anti-Virus software products operate at the desktop, server, Internet gateway and 
firewall levels to provide users with an extensive system of virus detection and removal. The F-Secure Anti-Virus 
employs multiple scanning engines with multi-layered virus protection to perform simultaneous scans, including 
on-demand and real-time scans. Management believes that it is currently among the most extensive virus scanning 
and protection systems for the leading operating system platforms, including Windows, Linux, Solaris, Macintosh, 
Novell Netware, OS/2 and DOS. The Company’s F-Secure Anti-Virus applications also provide anti-virus protec- 
tion at the gateway and server levels. To respond to new viruses, the Company frequently updates all of its F-Secure 
Anti-Virus applications and customers may receive new virus definition databases automatically, typically on a 
daily basis, from the Company’s Web site, which uses polite push technology from BackWeb Technologies. 
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The Company’s F-Secure Anti-Virus applications have received good results in independent tests of anti-virus 
products, frequently achieving scores of 100 percent against the viruses used in the tests. The Company’s F-Secure 
Anti-Virus applications have also received a number of awards and distinctions, including: 


° The “Virus Bulletin 100%” award from Virus Bulletin in January 1999; 


e¢  Checkmark Level 1 and Level 2 security certificates from West Coast Lab Checkmark for 
100 percent virus detection and disinfection in May 1999; 


¢ Top ranking by the University of Hamburg’s Virus Test Center in March 1999 for detecting 
more viruses “in the wild” than any other product and recognition for being superior in macro 
virus detection; and 


¢ — The Editor’s Choice award from the German edition of PC Magazine, published by Ziff-Davis, 
in its July 1999 issue. 


The main features of the Company’s F-Secure Anti-Virus technology include: (i) concurrent and sequential 
use of several traditional scanning engines within a common framework, (ii) simultaneous checksumming and 
traditional scanning, (iii) seamless simultaneous use of file encryption and anti-virus scanning and detection, 
(iv) ability to detect communication protocol-aware viruses, and (v) seamless integration of the capabilities of 
different anti-virus technologies. 


F-Secure FileCrypto 


The Company’s F-Secure FileCrypto application uses digital signature and encryption technology to safeguard 
the confidentiality of data residing in the hard disk of a desktop or laptop computer. It is designed for enterprises 
that wish to protect confidential files within their computer networks and allows system administrators to manage a 
large network of computers from a central location. F-Secure FileCrypto automatically encrypts data before it is 
stored, for example, on a workstation’s hard drive and transparently encrypts and decrypts confidential files as 
needed without disturbing the user. F-Secure FileCrypto allows users to select between different types of encryption 
algorithms and to define the level and scope of encryption of their files. It also allows users to send and receive 
password protected, self-extracting encrypted packages by e-mail, or other methods, to other users and provides 
secure file deletion, making deleted data unretrievable. F-Secure FileCrypto is available for Windows 95, Windows 
98 and Windows NT operating systems. 


F-Secure VPN+ 


F-Secure VPN+ secures data communications within and between remote offices, business partners, telecom- 
muters and traveling employees. F-Secure VPN+ can be used to create a secure connection between two gateways, 
thus connecting two computer networks. Unlike many competing products, however, F-Secure VPN-+ can also be 
used to create a secure connection from a single workstation to a gateway and also from any workstation to any 
server. This allows the corporation to (i) easily connect LANs together, encrypting the traffic between the LANs, 
(ii) easily accommodate encrypted access to its LAN via the Internet from different locations, and (iii) choose to 
encrypt all traffic, including the traffic inside the LAN. F-Secure VPN+ uses strong encryption algorithms with 
long keys and supports the IPSec and IKE protocols. F-Secure VPN+ is totally transparent to end-users and other 
applications and can be installed remotely without visiting the workstation. F-Secure VPN+ also allows the system 
administrator to enforce corporate security policies at both the workstation and server levels, thus addressing inside 
security concerns. F-Secure VPN+ is available for Windows 95, Windows 98 and Windows NT operating systems 
and upcoming releases will also include support for Solaris. 
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F-Secure SSH 


The Company’s F-Secure SSH application uses several strong encryption algorithms to provide secure remote 
administration of UNIX-based operating systems. F-Secure SSH employs the SSH protocol, the de facto industry 
standard for remote system administration of UNIX-based operating systems, to (i) provide users with secure 
remote login, terminal and other connections (e.g., connections for certain applications and TCP/IP) over unsecured 
computer networks, and (ii) enable secure file transfer in compressed form over such unsecured networks. The 
Company’s F-Secure SSH application also features fully distributed key management; i.e., there is no centralized 
management server which, if compromised, would compromise other computers on the network. With F-Secure 
SSH, the log-on password is never sent across the network in clear text and, therefore, security is enhanced with 
respect to threats from inside the corporation’s LANs, such as viruses listening to the network traffic. F-Secure SSH 
operates on a variety of operating systems, including Windows, Macintosh and most UNIX platforms. The 
Company is currently developing a new version of the F-Secure SSH application that will be able to operate on the 
F-Secure Framework architecture. 


On October 12, 1999, SSH Communications, which licenses certain SSH protocol-based technology utilized 
in Data Fellows’ F-Secure SSH products, notified the Company of its intent to terminate its license agreement with 
Data Fellows. See “Risk Factors—Current Disagreement with Technology Partner” and “—Technology Partner- 
ships and Licensing Arrangements—Technology Partnership with SSH Communications.” 


F-Secure Framework 


Data Fellows’ F-Secure Framework is a three-tier security and management architecture which enables the 
seamless integration of various data security applications. The F-Secure Framework is a core element in the 
Company’s strategy as it distributes end-to-end security to individual workstations, servers, VPN gateways and 
mobile devices, such as laptops and, in the future, Personal Digital Assistants (PDAs), where valuable corporate 
information may be stored, accessed, transmitted and processed. The F-Secure Framework architecture provides 
seamless integration of the Company’s F-Secure Anti-Virus, F-Secure FileCrypto and F-Secure VPN+ applica- 
tions, enabling the formation of tightly integrated suites with little additional effort. A major benefit of this 
integration is the ability to avoid security problems resulting from the combination of security applications that 
have not been designed to operate together and the combination of which may create new security gaps. 


Through the F-Secure Framework, a system administrator is able to use push technology to define and manage 
security policies and control all the F-Secure Framework architecture-enabled security applications of an entire 
organization from one centralized management console. In addition, the F-Secure Framework facilitates efficient 
intercommunication between the network’s workstations, servers and gateways and the centralized console, 
allowing the system administrator to respond quickly and efficiently to any alert or security breach. 


The F-Secure Framework architecture automatically accompanies a purchase of another F-Secure data secur- 
ity application and existing customers who have purchased earlier versions of the Company’s F-Secure applications 
are able to upgrade those applications so that they are compatible with the F-Secure Framework. Management 
believes the significant benefits of the F-Secure Framework, such as scalability, central management, seamless 
integration and extensibility, will (1) encourage both existing and potential customers to use the F-Secure Frame- 
work solution as their corporate security platform, (ii) encourage third-party security software vendors to adopt and 
develop their applications to operate on the F-secure Framework architecture, and (iii) increase market awareness of 
the Company’s F-Secure data security applications. 


F-Secure Suites 


Data Fellows’ F-Secure Framework architecture supports the combination of the Company’s various 
best-of-breed F-Secure data security applications into seamlessly integrated suites. For example, customers can 
integrate all or any combination of the Company’s F-Secure computer virus detection and removal, real-time file 
encryption and network encryption applications to meet their particular data security needs. The first comprehen- 
sive suite offered by the Company, the F-Secure Workstation Suite, was launched in July 1999 and integrates the 
F-Secure Anti-Virus, F-Secure FileCrypto and F-Secure VPN+ data security solutions into the F-Secure Frame- 
work’s policy-based and centrally managed architecture. Management believes the F-Secure Workstation Suite is a 
reliable and easy-to-manage solution for the data security concerns of most modern corporations. It is currently 
available for Windows 95, Windows 98 and Windows NT operating systems. In its July 1999 issue, the magazine 
Secure Computing awarded the F-Secure Workstation Suite a 5/5 rating and noted its seamless integration and 
centralized network management capabilities. The Company expects to offer additional integrated suites in the 
future. 
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Customers 


Management estimates that Data Fellows has tens of thousands of customers and millions of end-users in more 
than 100 countries worldwide. These include some of the world’s largest industrial corporations and telecommuni- 
cations operators, financial institutions, universities and research organizations and several European and U.S. 
government departments and agencies and national defense forces. The majority of the Company’s customers are 
large- or medium-size corporate customers, service providers and government agencies in need of enterprise-wide 
data security solutions, although the Company’s products are also sold to small businesses and individual PC users. 
The Company believes that corporate customers have the greatest need for integrated solutions to data security 
protection of the type developed and sold by the Company. 


The Company offers its corporate customers flexible corporate licenses covering a variety of workstation and 
server operating systems, periodic updates and comprehensive technical support. None of the Company’s custom- 
ers represented more than two percent, and none of the Company’s distributors, VARs or systems integrators 
accounted for more than ten percent, of the Company’s revenues in any of the last three financial years. 


The following table is a selected list of enterprises which have, to a significant extent, implemented the 
Company’s F-Secure applications in their computer networks or entered into OEM arrangements with the 
Company: 


Amazon.com 

Andersen Consulting 

AT&T Wireless Services 

Barclays 

BMW 

British Telecommunications 

Cegetel 

Charles Schwab & Co. 

Cisco Systems 

Cogema Group 

Concert Communications 
Company 

Credit Agricole 

DaimlerChrysler 

Deutsche Telekom 

Dresdner Bank 

eBay 

Electronic Data Systems 
Corporation 

Entrypoint Incorporated 
(Pointcast) 


Sales and Marketing 


E*TRADE Securities 

First Data Merchant Services 
Corporation 

French Army 

Fujitsu Limited 

GTE Service Corporation 

Harvard University 

Honda Motors Co., Ltd. Japan 

International Business Machines 
Corporation (IBM) 

Lawrence Livermore National 
Laboratory 

LM Ericsson 

Los Alamos National 
Laboratory 

MeritaNordbanken Group 

Motorola 

NASA Headquarters 

Naval Air Warfare Center 
(U.S. Navy) 

Nokia Corporation 


NTT Communications 

Oak Ridge National Laboratory 
Sandia National Laboratory 
San Diego Supercomputer Center 
Siemens 

Sonera Corporation 

Telia Group 

The Boeing Company 

The Daiwa Bank Limited 
The Fuji Bank Ltd. 

The Sumitomo Bank Limited 
Unisys Corporation 
University of California 

at Berkeley 

.S. Army Medical 

.S. Department of Defense 
.S. Internal Revenue Service 
S West 

JUNET Technologies 
Volkswagen 

Yahoo! 
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The Company markets its products worldwide through multiple distribution channels, including direct sales, 
Internet distribution and distribution partners. The Company’s network of distribution partners consists of (i) local 
distributors, OEMs and service providers, all of which are in direct contact with the Company and with which the 
Company has concluded non-exclusive distribution agreements, and (ii) VARs and systems integrators. The 
Company’s distribution partners sell Data Fellows’ products to end-users either “as is” or as an integral component 
in broader data security solutions they offer to customers. 


The Company’s sales strategy is based on (i) selling F-Secure Framework-based versions of best-of-breed 
F-Secure applications to existing and new customers, (ii) cross-selling F-Secure Framework-enabled applications, 
security solutions and new products to existing and new customers, (iii) selling the Security as a Service” solution 
through service providers or facility management companies to corporate customers, (iv) selling the Security as a 
Service” solution to SOHO customers via ISPs, and (v) selling applications and products to OEMs to be imbedded 
in their products. 


The Company sells perpetual anti-virus and encryption software licenses as well as maintenance contracts to 
customers. Pricing of the Company’s software product licenses is based upon the number of users that are covered 
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by each license. The pricing structure is designed on a sliding scale so that the larger the number of users under a 
single license, the smaller the per-user license charge. The reduction in the per-user license charge for multi-user 
licenses is smaller for the Company’s encryption products than it is for its anti-virus products. All licenses with 
respect to the Company’s anti-virus software products, other than those sold via the Internet, are bundled with a 
maintenance contract, which generally covers an initial period of one or two years and entitles the license-holder to 
updates, upgrades and technical support during that time. Maintenance contracts with respect to the Company’s 
encryption software products have historically been optional and sold separately and typically cover a period of one 
year. However, the Company is currently evaluating whether to begin selling its encryption products in combination 
with maintenance contracts in the near future. See “Managements Discussion and Analysis of Financial Condition 
and Results of Operations—Overview—Revenues.” 


Direct Sales and Subsidiaries; Internet Sales 


The Company maintains a sales force in Finland and each geographic region in which it currently has a 
subsidiary. At August 31, 1999, the Company had a local subsidiary in the United States, Germany, the United 
Kingdom, France, Japan and China (Hong Kong), all of which are wholly-owned by the Data Fellows Group. Sales 
of the Company’s products through its own sales force are principally targeted at OEMs and service providers, such 
as telecommunications operators, ISPs and ASPs. In addition, the Company has a dedicated “large account” sales 
force that targets and maintains direct relationships with large, international corporate customers, although many of 
the sales to large accounts are ultimately carried out through the local distribution channel. While each distribution 
partner is responsible for sales and technical support in a particular geographical region, the Company has been 
successful in selling its products to multinational enterprises across the domains of different distributors. 


The Company has established subsidiaries in markets of particular strategic importance to the Company. Each 
subsidiary works closely with local distribution partners in selling and marketing the Company’s products within 
the local market. The Company also intends to establish new subsidiaries in other important markets to support the 
marketing activities and selling efforts of local distribution partners. In several other markets, the Company plans to 
strengthen its local presence by establishing a branch office to locally support the sales and marketing activities of 
distribution partners. 


The Company’s Security as a Service” solution is also an important method of marketing and distributing its 
products and services. The Security as a Service" solution is tailored to meet the business needs of internal IT 
departments as well as different types of service providers, such as ISPs, ASPs, telecommunications operators and 
facilities management companies, which provide services to various end-users, including home-users, corporate 
customers and customers requiring advanced data security solutions in addition to regular services. The Company 
believes that its Security as a Service™ solution is positioning the Company to capitalize on the emerging demand 
of enterprises and consumers to obtain data security solutions from third-party service providers. 


In September 1998, the Company began selling and distributing its best-of-breed F-Secure data security 
software applications electronically from its Web site. Potential customers can download evaluation copies of most 
of its F-Secure applications as well as purchase up to ten-user licenses (without maintenance contracts) of the 
Company’s applications from the Internet. Larger licenses, maintenance services and localized application ver- 
sions, however, must still be contracted through the local distribution partners. The Company intends to eventually 
be able to handle the contracting of maintenance services via the Company’s Web site as well. 


Distributor Network; VARs and Systems Integrators 


The Company has distribution partners and importers in more than 90 countries. The main roles of the 
Company’s distribution partners are to (i) sell the Company’s products, (11) develop F-Secure brand awareness and 
recognition within the local market, and (iii) provide technical support to local customers. Adopting the Company’s 
applications to local specifications and packaging are usually performed by the local distribution partners. The 
Company’s F-Secure Anti-Virus applications sold by its distribution partners are sold under a royalty-based 
arrangement whereby the Company receives monthly sales reports from each distribution partner indicating the 
total number of licenses sold and invoices the distribution partner based on the report. The Company’s F-Secure 
encryption applications are sold directly to the distribution partners which in turn sell the applications to end-users 
with a margin. 


The Company provides extensive support for its distribution partners through its channel management and 
support department, subsidiaries, global extranet and FTP servers. Each distribution partner is given access to a 
wide scope of information, such as marketing and announcement material (e.g., artwork, logos and pictures to be 
incorporated into distribution partners’ local marketing campaigns), product fact sheets, technical material, press 
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releases and competitor information and positioning comparisons. The Company aims to strengthen its ties with its 
most valued VARs and systems integrators through the F-Secure Solution Provider program, under which the 
Company provides extensive training sessions, support and joint marketing initiatives to such VARs and systems 
integrators. 


Arrangements with Original Equipment Manufacturers 


The Company attempts to reach wider markets and achieve greater F-Secure brand recognition by selling its 
key applications through OEMs. Potential OEM customers include vendors of IT systems, PCs, PDAs, telecommu- 
nications equipment, routers/switches and firewalls. ISVs (independent software vendors) also present a potential 
market for “embedded” data security solutions. The Company has existing OEM relationships with well-known 
communication and IT companies, such as Cisco Systems, Inc., Digital Island, Inc., Fujitsu Limited, International 
Business Machines Corporation (IBM), LM Ericsson AB, Nokia Corporation and Sonera Corporation. 


Marketing 


The Company utilizes a variety of marketing programs to create greater awareness and recognition of the 
benefits of the Company’s F-Secure data security solutions among target customers, distribution partners and 
technology partners. Direct marketing programs aimed at large- to medium-size corporate customers and govern- 
ment departments and agencies include a variety of events such as tradeshows, conferences and seminars. The 
Company’s products and technology are regularly promoted through various public relations activities and industry 
analyst briefings and the Company’s executives are frequent speakers at industry conferences and seminars in many 
of the Company’s target markets. Outbound marketing programs include direct marketing campaigns, e-mail and 
telemarketing programs as well as selected hard-copy and Internet advertising campaigns, including banner 
advertisements that link to the Company’s Web site. 


The marketing efforts of distribution partners are assisted by joint marketing programs, including a co-op 
marketing program administered through the Company’s marketing department designed to encourage aggressive 
marketing of the Company’s F-Secure applications by the distribution partners. The co-op marketing program, 
which only reimburses distribution partners for specified expenses directly related to the marketing of Data 
Fellows’ products, allows the Company to leverage its own marketing budget. 


The Company is currently focusing the majority of its international marketing efforts on the United States. 
Data Fellows believes that, due to the global nature of the U.S. IT market, effectively implemented public relations 
and marketing campaigns in the United States will increase global awareness of the Company’s F-Secure data 
security solutions. 


Customer Service and Technical Support 


The Company believes that a high level of customer service and technical support is important in maintaining 
customer satisfaction and in developing product loyalty. The Company’s recently established professional services 
department combines traditional technical support operations with consulting and training services. Technical 
support inquiries are handled by telephone, e-mail, facsimile, bulletin boards and letter, as well as via the Internet 
and extranets. The Company’s consulting unit provides post-sales services, such as on-site support and training, 
installation and deployment, implementation design and trouble-shooting. 


As of August 31, 1999, the Company’s support staff consisted of nine employees in the Company’s U.S. 
subsidiary in San Jose, California and nine employees in Espoo, Finland. In addition, the Company has a group of 
dedicated trained specialists supporting the Company’s SOHO customers on an outsourcing basis. The Company’s 
distribution partners provide their own technical support services, referring only the most demanding problems to 
the Company. In October 1997, the Company implemented the Data Fellows Certified Anti-Virus Center network 
for the technical staff of the Company’s distribution partners in order to enhance their service capabilities. The 
Company plans to develop additional certification programs as well as module-based training courses for technical 
professionals within Data Fellows and at the end-user and distribution partner levels. The Company intends to 
pursue additional opportunities to partner with major technical support and professional services organizations to 
further enhance its global technical support and consulting capabilities. 


The Company’s F-Secure Computer Virus Info Center, which operates on the Company’s Web site, contains 
extensive and up-to-date information on viruses and hoaxes. The F-Secure Computer Virus Info Center extends to 
all Internet users the Company’s Virus & Hoax Description Database, which lists all known viruses and virus- 
related hoaxes. Data Fellows has provided this service since 1994 and management believes that the Company’s 
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Web site was the first anti-virus Web site on the Internet. The F-Secure Computer Virus Info Center also provides 
immediate updates of new computer viruses as soon as such viruses are identified, which can be downloaded and 
distributed automatically to all workstations, servers and gateways within an enterprise. Since June 1998, the 
Company has licensed polite push technology from BackWeb Technologies to further enhance its online anti-virus 
and data security update capabilities. Management believes that its F-Secure Computer Virus Info Center and 
Virus & Hoax Description Database differentiate Data Fellows from other anti-virus software vendors. 


Research and Development 


Data Fellows has invested and expects to continue investing significant resources in its research and develop- 
ment. The Company’s total research and development expenses (including purchased research and development) 
for the years ended December 31, 1996, 1997 and 1998 and the six months ended June 30, 1999 were approximately 
€ 0.7 million, € 1.9 million, € 3.9 million and € 3.3 million, respectively. 


As of August 31, 1999, the Company’s research and development staff consisted of 87 full-time employees, all 
of whom are based in Espoo, Finland. Of this number, 48 were engaged in engineering and development, 21 in 
testing and quality assurance, ten in product management and eight in research. The Company also engages outside 
contractors where appropriate to supplement the Company’s in-house expertise or expedite projects. As of 
August 31, 1999, the Company engaged seven such outside contractors, the principal one being a software 
developer based in St. Petersburg, Russia. 


The Company’s product development efforts are focused on enhancing the functionality, reliability, perform- 
ance and flexibility of its existing F-Secure applications and the F-Secure Framework architecture and integrating 
the F-Secure applications into the F-Secure Framework architecture. As part of its F-Secure Framework data 
security architecture, the Company is developing technology to enhance the administrative capabilities and 
scalability of its F-Secure anti-virus and encryption software applications and to increase interoperability with 
additional computer network operating systems. 


In furtherance of its overall research and development strategy, the Company is currently engaged in a number 
of specific projects, including: (i) development of new F-Secure applications, in particular, a centrally adminis- 
trated firewall application at the individual workstation level to protect against both internal and external corporate 
security threats; (ii) the enhancement of the F-Secure Framework architecture to accommodate mobile platforms, 
such as mobile handsets and palmtop computers; (iii) the enhancement of the F-Secure FileCrypto application to 
support an automatic “encrypt-everything” policy, which will facilitate enterprise-wide deployment by allowing 
the system administrator to distribute the software and encryption keys without defining which file or folder require 
encrypting; (iv) a new version of F-Secure SSH which can operate on the F-Secure Framework architecture; and 
(v) the enhancement of the F-Secure VPN+ to support certificate authorities that use manual, e-mail or CEP-based 
public-key enrollment, allowing for easier management of certificates for large VPNs. In addition to enhancing its 
existing F-Secure solutions, the Company continues to identify and prioritize various technologies for potential 
future product offerings. 


Technology Partnerships and Licensing Arrangements 


The Company has formed a number of technology partnerships and licensing arrangements, the most 
important of which are discussed below. 


Technology Partnership with Frisk Software International 


The Company’s alliance with Frisk Software International (“Frisk”) began in 1990 when it decided to license 
the virus detection technology of Frisk’s F-PROT engine for use in Data Fellows’ anti-virus software products. 
Fridrik Skulason, the founder of Frisk, is a founding member of the Computer Anti-Virus Research Organization 
(“CARO”) and has long been regarded as a leading expert in anti-virus technology. In 1991, Data Fellows, together 
with Frisk, commercially introduced what management believes was the first heuristics scanner to the anti-virus 
market. Building on this cooperation, the combined research and development efforts of Data Fellows and Frisk 
have produced a number of award-winning products, such as F-Secure Anti-Virus for Workstations and F-Secure 
Anti-Virus for Servers. The Company is currently working closely with Frisk on developing the next generation of 
F-PROT engine technology. 
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Technology Partnership with SSH Communications 


General. In 1996, the Company entered into an arrangement with SSH Communications to develop network 
and data security products. SSH Communications is responsible for developing and maintaining the core SSH 
protocol technology. The SSH protocol is the de facto industry standard for secure remote administration of 
networks using UNIX-based operating systems. Data Fellows has worldwide exclusive commercial licensing rights 
to the SSH protocol. In 1997, pursuant to a separate agreement with SSH Communications, the Company acquired 
SSH IPSec Toolkit, a full, portable implementation of the IPSec protocol, in order to include IPSec functionality 
into its F-Secure data security applications. 


Current Disagreement with SSH Communications. On November 17, 1997, Data Fellows concluded a new 
license agreement (the “License Agreement”) with SSH Communications granting Data Fellows a license to the 
SSH protocol-based technologies developed by SSH Communications. The License Agreement covers technology 
utilized in the Company’s F-Secure SSH application, but does not cover the SSH IPSec Toolkit, which is licensed 
under a separate agreement. The License Agreement replaced an earlier license agreement, dated March 27, 1996, 
related to the same technology and provides for the payment of royalties on the basis of both revenues and operating 
margin received from sales of products utilizing the licensed technology. On September 22, 1999, Data Fellows 
received a letter from SSH Communications claiming that the Company was in breach of the License Agreement 
with respect to the calculation of royalty payments thereunder based upon the operating margin on products sold as 
well as its reporting and payment obligations in respect thereof. In particular, SSH Communications claims that 
margin-based royalties should be calculated separately for each accounting period (without netting off any losses 
from previous periods). The letter from SSH Communications requests that the Company remedy the alleged 
breaches within 60 days of the date of such letter retroactively from the date of the original license agreement. The 
License Agreement covers technology that is currently only utilized in the Company’s F-Secure SSH application. 
The Company recorded approximately four percent, 16 percent and 33 percent of its invoicing for the years ended 
December 31, 1996, 1997 and 1998, respectively, and 24 percent of its invoicing for the six months ended June 30, 
1999 from sales of its F-Secure SSH application. The dispute does not impact any other products of Data Fellows, 
which include F-Secure Anti-Virus, F-Secure FileCrypto, F-Secure VPN+, F-Secure Workstation Suite, F-Secure 
NameSurfer and the Data Fellows policy-based security platform, F-Secure Framework. 


The Company does not agree with SSH Communications’ interpretation on the method of calculating margin- 
based royalty payments, as set forth in SSH Communications’ September 22, 1999 letter. Nevertheless, to help 
reach an amicable resolution of this matter, on October 20, the Company made a payment € 299,644 to SSH 
Communications (with a right to require repayment of such amount as described below), which amount represents 
the difference between (i) the amount of royalty payments due under the License Agreement using SSH Communi- 
cations’ interpretation of the License Agreement for the calculation of margin based royalty payments as calculated 
by Data Fellows’ independent auditors, including any interest payable pursuant to the License Agreement and VAT, 
and (ii) the amount of past royalty payments made by Data Fellows to SSH under the License Agreement. The 
Company recorded royalty payments to SSH Communications under the License Agreement amounting to approxi- 
mately €0.0 million in 1996, approximately € 0.2 million in 1997, approximately €0.5 million in 1998 and 
approximately € 0.4 million for the six months ended June 30, 1999. Management estimates that the difference in 
margin-based royalties already paid to SSH Communications and royalties payable using SSH Communications’ 
interpretation of the License Agreement is approximately € 0.2-0.4 million (before any interest thereon). 


Although SSH Communications has, under the License Agreement, the right to annually audit the books and 
records of Data Fellows in order to ascertain that all royalty payments have been made in accordance with the 
License Agreement, SSH Communications has at no time prior to the current disagreement used this right despite 
numerous offers by Data Fellows to do so. However, in connection with earlier discussions with SSH Communica- 
tions concerning the method for the calculation of margin-based royalties, Data Fellows requested that its indepen- 
dent auditor review such calculations. In a written statement dated October 20, 1998 and delivered to SSH 
Communications, such auditor confirmed that Data Fellows had, in accordance with the License Agreement, 
(i) organized its accounting records so as to separate all revenues and expenses directly related to particular 
products, (ii) recorded on a monthly basis all revenues and expenses in accordance with the agreed calculation 
formula attached to the License Agreement, and (iii) recorded on a monthly basis the working time used by 
personnel of Data Fellows in respect of different products so as to apportion it in accordance with the License 
Agreement. Based upon his findings, the auditor of Data Fellows concluded that the calculations prepared by Data 
Fellows on the basis of such information could be utilized as a basis for the calculation of the margin-based royalties 
in accordance with the relevant provisions of the License Agreement. After having delivered the report of its auditor 
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to SSH Communications, Data Fellows was under the belief that all past disputes concerning the method of the 
calculation of margin-based royalties had been resolved to the satisfaction of both parties. 


The License Agreement has an original term of five years and is automatically renewed unless terminated by 
either party. Under its terms, the License Agreement may be terminated by either party after the third anniversary of 
the License Agreement upon two years’ notice to the other party. In the event of such termination, Data Fellows is 
entitled to continue to use the licensed technology even after the term of the License Agreement by selling 
programs developed with the use of such technology. In addition, either party may terminate the License Agreement 
if the other party is in breach of the License Agreement and such breach is not remedied within 60 days of written 
notification thereof. Pursuant to the terms of the License Agreement, the party in breach shall be liable for all direct 
damages and for up to FIM 3 million (€ 0.5 million) in indirect damages caused by its breach. In addition, the party 
in breach shall be liable for liquidated damages in the amount of FIM 5 million (€ 0.8 million) for any breach of the 
non-competition clause included in the License Agreement and in the amount of FIM 500,000 (€ 0.1 million) for 
any other breach, unless such breach is remedied within 30 days of a written notice in respect thereof, following 
which additional payments are due based upon the length of any further delay. The License Agreement contains an 
arbitration clause pursuant to which any dispute between SSH Communications and the Company is to be resolved 
in accordance with the Finnish Arbitration Act by a sole arbitrator appointed jointly by the parties or, upon request 
by either party, by the Finnish Central Chamber of Commerce. 


On October 13, 1999, SSH Communications presented to the Company a notice of termination of the License 
Agreement with immediate effect. The notice from SSH Communications did not specify any grounds for such 
termination. In its letters dated October 13 and 14, 1999, Data Fellows notified SSH Communications that Data 
Fellows considered the actions of SSH Communications as constituting a breach of the License Agreement, and 
that Data Fellows reserved the right to claim in full any and all expenses and damages incurred by Data Fellows as a 
result of the actions by SSH Communications, including any damages suffered in connection with the Offering. In a 
letter dated October 18, 1999, SSH Communications responded to the numerous requests of Data Fellows to clarify 
the grounds for its termination notice by referring to alleged past failures by Data Fellows to properly account for 
and pay royalties under the License Agreement without presenting any additional grounds that, in the opinion of 
Data Fellows, had not already previously been addressed. SSH Communications also requested to audit the books 
and records of Data Fellows in relation to the calculation of past royalty payments. In its letter, SSH Communica- 
tions estimates unpaid royalties, direct and indirect damages from breach of contract and liquidated damages to 
amount to an aggregate of more than FIM 10 million (€ 1.7 million). SSH Communications also states that it will, 
in an appropriate fashion, enforce its technology rights related to the licensed technology in the event that Data 
Fellows continues to sell products utilizing such technology. 


As aresult of the above, the status of the contractual relationship between the Company and SSH Communica- 
tions is unclear. However, the Company believes that (1) it has at all times been in compliance with the terms of the 
License Agreement, with the exception of minor delays in payment of, or reporting with respect to, margin-based 
royalties, which delays have been remedied without any notice of breach by SSH Communications, (ii) the attempt 
by SSH Communications to terminate the License Agreement is groundless and invalid, and (iii) the License 
Agreement continues to be valid and in full force and effect. Consequently, Data Fellows intends to continue 
manufacturing and shipping its F-Secure SSH applications in reliance on the License Agreement. 


SSH Communications has not used its right to forward any alleged breach by Data Fellows or any other 
potential disputes under the License Agreement to arbitration in accordance with the terms of the License 
Agreement, but has rather resorted to a termination of the License Agreement in a manner which Data Fellows 
believes to be in breach of the License Agreement. Consequently, it is the intention of Data Fellows to bring 
arbitration proceedings against SSH Communications, unless timely settlement is reached in the matter, requesting 
the arbitrator, inter alia, to (i) confirm that the License Agreement continues to be valid and in full force and effect, 
(ii) declare the termination by SSH Communications null and void and without any effect, (iii) grant Data Fellows 
compensation for all direct and indirect damages, including liquidated damages, caused by the termination of the 
License Agreement by SSH Communications in breach of the License Agreement, (iv) confirm the interpretation 
of Data Fellows of the License Agreement in respect of the calculation of margin-based royalties, and (v) order SSH 
Communications to repay to Data Fellows any additional margin-based royalties that Data Fellows paid to SSH 
Communications on the basis of the calculation that Data Fellows requested its independent auditors to prepare 
using SSH Communications’ interpretation of the License Agreement. Data Fellows believes that it is in a strong 
position should the dispute be sent to arbitration for resolution under the terms of the License Agreement. 
Nonetheless, a judgment by the appointed arbitrator accepting SSH Communications’ claim for termination and 
discontinuing Data Fellows’ right to use the licensed technology, coupled with an inability by the Company to 
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obtain similar technology on commercially reasonable terms and in a timely manner, could have a material adverse 
effect on the Company’s business, operating results and financial condition. 


Technology Partnership with Kaspersky Labs 


In October 1997, the Company formed an exclusive technology alliance with Kaspersky Labs with respect to 
the AVP anti-virus scanning engine. Data Fellows has worldwide exclusive access to the AVP anti-virus scanning 
technology. The Company’s F-Secure Anti-Virus technology combines the AVP scanning engine with the F-PROT 
scanning engine in Data Fellows’ F-Secure Anti-Virus software applications, creating what management believes is 
the first line of anti-virus software to simultaneously operate multiple virus scanning engines within a single 
framework. The founder of the AVP team, Eugene Kaspersky, is a member of CARO and is regarded as one of the 
world’s best computer virus analysts. 


Licensed Technology 


In 1996, the Company acquired a non-exclusive license to use RSA’s encryption algorithm technology in its 
products in the United States until expiration of the licensed patent on September 20, 2000. The RSA patent is not 
valid and does not impose any restrictions on use outside of the United States. 


Competition 


The market for computer network and data security applications is highly competitive and subject to rapid 
technological change. The Company believes that competition in this market is likely to intensify as a result of 
increasing demand by enterprises for more affordable, comprehensive and integrated data security solutions and 
suites. The Company’s current primary competitor is Network Associates, Inc. The Company expects additional 
competition as other established and emerging companies enter into the systems management software market and 
new products and technologies are introduced. Increased competition could result in price reductions, fewer 
customer orders, reduced gross margins, longer sales cycles and loss of market share, any of which could have a 
material adverse affect on the Company’s business, operating results and financial condition. Although manage- 
ment believes that the Company’s F-Secure data security applications currently compete favorably in the data 
security market, there can be no assurance that the Company can maintain its competitive position against current 
and potential competitors, especially those with significantly greater financial, marketing, service, technical and 
other competitive resources. See “Risk Factors—Significant Established and Potential Competitors.” 


Anti-Virus Market 


The Company believes that the principal competitive factors in the anti-virus software market are product 
performance (the number and types of viruses that can be detected, the rate of false alarms, speed of operation and 
obtrusiveness in use of system memory and other scarce system resources), price, product features, ease of use, 
customer service and technical support, supplier reputation and brand recognition. The Company’s primary 
competitors in the anti-virus market are Network Associates, Inc., vendor of the McAfee VirusScan line of 
anti-virus software products, Symantec Corporation, vendor of the Norton line of anti-virus software products, and 
Trend Micro, vendor of the InterScan VirusWall and ScanMail lines of anti-virus software products. Other direct 
competitors include both smaller companies, such as Command Software Systems, Inc., Norman Data Services, 
Panda Software and Sophos Plc, and divisions of larger companies such as Cheyenne Software, Inc. There has been 
a reduction in the number of direct competitors over the last few years as a result of the acquisition by the 
Company’s primary competitors of some of the smaller competitors. For instance, Network Associates, Inc. 
strengthened its competitive position significantly by acquiring the anti-virus vendor Dr. Solomon’s Software, Inc. 
in June 1998. 


Encryption Market 


The Company believes that significant competitive factors affecting the encryption market are depth of 
product functionality, breadth of platform support, product quality and performance, conformance to industry 
standards, price, customer service and technical support and ability to rapidly develop and implement new 
applications and features to existing applications. The encryption market has traditionally been very fragmented 
with discrete product niches and small niche players. There are currently approximately 800 companies offering 
encryption products. Companies offering competitive encryption products vary in the scope and breadth of the 
products and services offered and include Axent Technologies, Inc., Check Point Software Technologies Ltd., 
Network Associates, Inc., Symantec Corporation, Utimaco Safeware AG and Van Dyke Technologies, Inc. 
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Although the market has consolidated significantly during the past couple of years, few companies offer an 
integrated solution for data security. In addition, the following types of vendors may compete with certain features 
of the Company’s encryption software applications: (i) providers of security analysis and audit applications; 
(ii) providers of stand-alone inventory and asset management applications; (iii) providers of LAN desktop manage- 
ment suites; (iv) providers of Year 2000 assessment products; and (v) certain service providers and systems 
integrators. 


Proprietary Rights 


The Company relies on a combination of patent, trade secret, copyright and trademark laws, software licenses, 
nondisclosure agreements and technical measures to establish and protect its proprietary technology. The Company 
generally enters into confidentiality and/or license agreements with its employees, distribution partners and 
technology partners, as well as with existing and potential customers seeking proprietary information, and limits 
access to, and distribution of, its software, documentation and other proprietary information. Despite these 
precautions, it may be possible for unauthorized third parties to copy aspects of the Company’s products or to obtain 
and use information that the Company regards as proprietary. See “Risk Factors—Dependence on Intellectual 
Property.” 


The Company currently has two patent applications pending before the U.S. Patent and Trademark Office, one 
of which was filed in October 1998 and the other in February 1999. Both patent applications relate to anti-virus 
technology and, if granted, will have a duration of 20 years from their respective date of filing. These applications 
are the first patent applications filed by the Company and represent the start of a process to actively pursue patent 
protection for innovative technology developed by the Company. 


The Company holds several registered trademarks and has filed numerous applications for trademark registra- 
tion in all of the jurisdictions which the Company believes are relevant to its business. The principal trademarks 
registered or applied for by the Company in accordance with its business strategy are “Data Fellows,” “F-Secure” 
and the Data Fellows logo. The Company has also applied for registration of the domain names “datafellows” and 
“f-secure” with a number of national domain name registers. 


Employees 


The Company has experienced extensive growth in the number of employees in recent years. At December 31, 
1996, the Company employed 28 employees, at December 31, 1997, 62 employees and at December 31, 1998, 147 
employees. At August 31, 1999, the Company employed 235 employees worldwide, of which 87 were involved in 
research and development, 115 in sales, marketing and customer support, and 33 in information technology, 
administration and finance. No employees are covered by collective bargaining agreements. 


Management believes that the Company enjoys a reputation as one of the best employers in each of the 
geographic regions in which it has offices. Data Fellows has a longstanding policy of offering its employees a wide 
range of fringe benefits and incentives, including competitive remuneration packages, flexible career development 
schemes and a bonus and option package. Management believes that these benefits and incentives significantly 
benefit the Company by enabling it to attract and retain highly skilled personnel, as evidenced by its employee 
retention rate of approximately 99 percent on average over the last three years. 


Compensation at Data Fellows encourages exceptional performance by making remuneration partly dependent 
on each employee’s personal work performance. In 1998, the Company launched an employee option plan which 
covers all permanent employees and is tied to the personal work performance of the employee. A strong emphasis is 
also put on the career development and personal growth of each employee. Individual development plans are 
revised each year in a cooperation review with the employee’s team manager. 


Facilities 


The Company’s principal administrative, sales and marketing, research and development and support facilities 
consist of approximately 2,736 square meters of office space in Espoo, Finland. The Company occupies premises 
under a lease expiring on August 30, 2000 with an option for an additional two years. The Company also occupies 
smaller premises in Espoo consisting of approximately 410 square meters of office space, the lease of which expires 
on August 31, 2001. In September 1999, the Company signed a ten-year lease for new premises in Helsinki 
consisting of approximately 8,480 square meters. This lease commences on March 1, 2001 and is intended to 
accommodate the future expansion of the Company’s Finnish business operations. In support of its field sales and 
support organization, the Company leases facilities and offices in four locations in the United States, including 
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approximately 15,000 square feet of office space in San Jose, California, and also leases facilities in Canada, China 
(Hong Kong), France, Germany, Japan and the United Kingdom. 


Legal Proceedings 


The Company is currently not a party to any litigation. However, on October 12, 1999, one of the Company’s 
important technology partners, SSH Communications, gave the Company notice of its termination of its license 
agreement with Data Fellows covering SSH protocol-based encryption technologies. See “Risk Factors—Current 
Disagreement with Technology Partner” and “—Technology Partnerships and Licensing Arrangements—Technol- 
ogy Partnership with SSH Communications.” 
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ENCRYPTION REGULATION 


Historically, encryption has been used to encode information to conceal private or classified messages from 
unauthorized parties and, as such, it is important for military and national security use. Today, however, with the 
development of information and communications technologies that allow vast quantities of data to be transmitted, 
copied and stored quickly and easily, encryption is fast becoming an integral part of personal and business 
computing. While a uniform international policy on encryption has been elusive, several countries have imple- 
mented regulations and policies—and others may do so in the future—on the use of encryption. 


At present, the most widely debated aspect of encryption and the one most likely to lead to disparate national 
policies is the perceived conflict between confidentiality and public safety. Governments are challenged to draft 
encryption policies which balance such various interests as privacy, law enforcement, national security, technology 
development and commerce. Law enforcement authorities and national security agencies are concerned that 
wide-spread use of encrypted communication and stored data will diminish their ability to fight crime or prevent 
criminal and terrorist activities. Opponents of governmental regulation of encryption are concerned that such 
regulation endangers the confidentiality of personal records, such as medical information, personal financial data 
and electronic mail, and is contrary to the spirit of international laws and norms that recognize personal privacy as a 
fundamental human right. 


Domestic Regulations 


Most countries, including the United States, do not restrict the domestic use of encryption by their citizens. Of 
the handful of countries that do, few are democracies and most have controlling authoritarian governments. 
Moreover, in many of those countries the controls are enforced with varying degrees of predictability and vendors 
are forced to analyze each case on an individual basis. Since January 1999, when France reversed its long-held 
policy of restricting encryption, the European Union has had no member state which applies a comprehensive 
domestic cryptographic regulatory scheme. 


Export Controls 


Export controls are designed to prevent international proliferation of certain encryption technologies and are 
the strongest impediment to the development of international standards for encryption and inter-operability of 
different programs. In the absence of international trade in encryption products, countries must develop their own 
local encryption programs, which frequently do not inter-operate well (if at all) with different encryption programs 
developed independently in other countries, even when developed on the basis of a similar encryption algorithm. 
Some companies have taken advantage of this situation by exploiting the lack of controls in their home country, 
resulting in the emergence of many small companies producing encryption products in countries without export 
restrictions. Another result has been companies, especially U.S. companies, moving their encryption production 
divisions overseas to countries with fewer controls. Moreover, the Internet has significantly changed the effective- 
ness of export controls. Strong, unbreakable encryption programs can now be delivered in seconds to anywhere in 
the world from anywhere with a network connection, making it nearly impossible to limit the dissemination of such 
software. 


The Wassenaar Arrangement on Export Controls for Conventional Arms and Dual-Use Goods and Technolo- 
gies (the “Wassenaar Arrangement”) is an agreement among a group of 33 industrialized countries, including 
Finland and the United States, to restrict the export of conventional weapons and “dual use” goods and technolo- 
gies to certain other countries. Certain encryption products are considered to be “dual use” in that they can be used 
for both commercial and military purposes. However, the Wassenaar Arrangement is neither an international treaty 
nor a law. It is merely designed to exchange views and information on international trade in conventional arms and 
dual-use goods and technologies. Also, while participating countries commit to adjust their national export control 
policies to adhere to the Wassenaar Arrangement Control Lists, this commitment is not mandatory. Participating 
countries implement their encryption export policies through national regulations or legislation on a discretionary 
basis. 


European Union 


The European Union has played a key role in liberalizing restrictions on encryption. The European Commis- 
sion requires member states to report to the European Commission any national proposals to impose technical rules 
for marketing, use, manufacture or import of encryption products. The European Commission also seeks to 
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dismantle internal EU controls on commercial encryption products. Within the European Union, Regula- 
tion 3381/94/EC of December 19, 1994 established a common framework for exports of various dual-use goods. 
Certain encryption products can only be exported on the basis of an authorization, which, in order to establish an 
internal market for dual-use goods, are valid throughout the European Union. 


On March 9, 1999, the European Union adopted a new export licensing system providing for a system whereby 
a simplified procedure is applied between EU member states and seven named Wassenaar Arrangement countries 
(including the United States, Canada and Japan). Exports between EU member states are not subject to any export 
licenses, whereas the seven named countries are subject to a general group license. In practice, these countries are 
treated in a similar manner without any licensing obligation. Exports to any “black listed country” are subject to a 
separate license for each exported product. Exports to other countries are subject to a country-specific license 
which is granted for a period of up to two years together with a record keeping requirement. 


United States 


In the United States, the International Traffic in Arms Regulations apply generally to the export of items 
specifically designed for military use, without any significant civilian use or equivalent, and the Export Adminis- 
tration Regulations administer the export of merchandise, software and technology which are intended for commer- 
cial use but which may also have a significant military use. As of the date of this Offering Memorandum, 56-bit 
DES and equivalent products may be exported without a license after a one-time technical review. License-free 
exports of encryption products of unlimited strength are also allowed to certain sectors, including subsidiaries of 
USS. firms, insurance companies, health and medical organizations and on-line merchants with only few limitations 
(e.g., strict export controls to countries such as Cuba, Iran, Iraq, Libya, North Korea, Sudan and Syria) and a 
one-time technical review in certain cases. 


Several legislative initiatives to liberalize the export of stronger encryption software are currently pending in 
the United States. In addition, the U.S. government announced on September 16, 1999, its intention to substantially 
loosen U.S. export restrictions on encryption exports. Under this initiative, U.S. developers of encryption software 
would be allowed to sell encryption products to most of the world without a license after a one-time, 30-day review 
by the U.S. Commerce Department. However, the initiative as announced does not provide further details as to 
exactly how and when the relaxation of export controls will be implemented and there can be no assurance that such 
legislation will be adopted as suggested. The ability of the Company’s U.S. competitors to enter the global 
encryption market more freely could adversely effect the Company’s international sales. See “Risk Factors— 
Industry Regulation.” 


Other International Developments Concerning Encryption 


In March 1997, the Organization for Economic Cooperation and Development (“OECD”) adopted its 
Guidelines on Cryptography Policy (the “OECD Guidelines”), setting out principles to guide countries in formulat- 
ing their own policies related to the use of cryptography. These guidelines—although non-binding—present the 
first attempt at the international level to give policy orientations on several aspects of cryptography, including both 
encryption and digital signatures, and are generally viewed as strong support for the unrestricted development of 
encryption products and services. In the past year, several countries have announced national encryption policies 
favoring the free use of encryption based on the OECD Guidelines. The so-called “Group of 8” has also been active 
in discussing encryption policy and has endorsed adoption of the OECD Guidelines and invited all states to develop 
national policies on encryption consistent with these guidelines. 
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MANAGEMENT 


Board of Directors 


The Company’s Board of Directors has general responsibility for the management of Data Fellows in 
accordance with Finnish law and the Company’s Articles of Association. Currently, the Board of Directors consists 
of a chairman, two members and one deputy member. 


The present members of the Company’s Board of Directors, their respective ages and positions are set forth in 
the following table. All members of the Board of Directors are also members of the Company’s executive 
management team: 








Name Age Position 

Ari Hypponen ..............-2-05. 32 Chairman of the Board and Vice President of Product 
Management 

Jari: Puhakka: . ax ada wae naa ae ee 37 Member of the Board and Vice President of Business 
Development 

Risto Siilasmaa ................... 33 Member of the Board, President and Chief Executive 
Officer 

Ismo Bergroth ...............0.0005 34 Deputy Member of the Board and Senior Research 


Manager of New Technologies 


Board Composition 


According to the Company’s Articles of Association, the Board of Directors is required to have three members 
and one deputy member. Members are elected by the annual general meeting of shareholders for one-year terms. 
The Board of Directors elects one of its members to serve as the Chairman and also elects the Chief Executive 
Officer. The Company intends to reform the Board of Directors in the medium term so that it will have a majority of 
outside directors and amend its Articles of Association to allow for a larger number of directors. Following such 
changes, the initial executive directors are intended to include Ari Hypponen, Risto Siilasmaa and Christopher 
Vargas. 


Executive Management Team 


The present members of the Company’s executive management team, their respective age and positions are as 
follows: 








Name Age Position 

Tanya Candia................0200- 50 Vice President of Worldwide Marketing 

Marguerite Gear................05. 35 Chief Legal Counsel 

Jari Holmborg ...............2-45. 41 Vice President of Sales and Marketing 

Ari Hypponen ...............0-05. 32 Chairman of the Board and Vice President of Product 
Management 

Petri Laakkonen................... 36 Vice President of Global Business Operations at Data 
Fellows, Inc. 

Sakari Pihlava .................00. 29 Director of Engineering 

Markku Pirskanen ..............4-. 35 Chief Financial Officer 

Jari Puhakka. yc .03 5 ek pe ke hae be 37 Member of the Board and Vice President of Business 
Development 

Seppo Rantanen................0.. 44 Human Resources Director 

Risto: Sulasimaa. 242k a Ba ew RSS 33 Member of the Board, President and Chief Executive 
Officer 

Christopher Vargas...............4. 36 President of Data Fellows, Inc. 
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Ismo Bergroth is Senior Research Manager of New Technologies at Data Fellows and a deputy member of the 
Board of Directors. Prior to joining the Company in 1991, Mr. Bergroth worked at Suomalainen Kirjakauppa Oy in 
personal computer support and at Tietotehdas Oy programming VAX/VMS computers. Mr. Bergroth has a degree 
in Computer Science from the ADP-Institute. 


Tanya Candia is Vice President of Worldwide Marketing of Data Fellows. Prior to joining Data Fellows in 
August 1999, Ms. Candia worked for several Silicon Valley software firms, including OpenVision, Unison 
Software and Starlight Networks, as vice president of worldwide marketing. Ms. Candia holds a Master of Arts 
degree in Intercultural Communication from the Monterey Institute of International Studies and a Master of 
Science degree in Systems Management from the University of Southern California. 


Marguerite Gear is Chief Legal Counsel of Data Fellows. Prior to joining Data Fellows in August 1999, 
Ms. Gear worked as Principal Counsel for RSA Data Security, Inc. (now RSA Security). Prior to this position, 
Ms. Gear obtained trial experience both as Deputy City Attorney for the Office of the City Attorney of San 
Francisco and as a litigation associate for the law firm of Sedgwick, Detert, Moran & Arnold. Ms. Gear received 
her Juris Doctor degree from Hastings College of the Law in San Francisco. 


Jari Holmborg is Vice President of Sales and Marketing of Data Fellows. Prior to joining Data Fellows in 
1995, Mr. Holmborg worked for the Unic Group as manager of international operations (1991-95) and Philips 
Telecomm & Data Systems. Mr. Holmborg holds a Master of Science degree in Economics from the Helsinki 
School of Economics. 


Ari Hypponen is Vice President of Product Management and has been the Chairman of the Board of Directors 
of the Company since 1991. Prior to joining Data Fellows in 1989, Mr. Hypponen worked for State’s Computing 
Facility, Nixu Ltd., the Dipoli Institute and Wise Man Ltd. Mr. Hypponen is a member of the Board of Directors of 
Pixel Vision Ltd. Mr. Hypponen holds a CISSP certification (Certified Information Systems Security Professional) 
granted by International Information Systems Security Certification Consortium. Mr. Hypponen studied interna- 
tional marketing and computer science at the Helsinki University of Technology. 


Petri Laakkonen is Vice President of Global Business Operations at Data Fellows, Inc. Prior to joining Data 
Fellows in 1993, Mr. Laakkonen was President of LAN Solution Ltd. (1991-93) and President of Mikronet Ltd. 
(1987-91). Mr. Laakkonen was President of Data Fellows, Inc. from 1995 to August 1999. Mr. Laakkonen has also 
worked as a PC consultant. Mr. Laakkonen holds a Master of Science degree in Industrial Economy/Marketing 
from the Lappeenranta University of Technology. 


Sakari Pihlava is Director of Engineering of Data Fellows. Prior to joining Data Fellows in 1996, Mr. Pihlava 
worked at the Information Processing Laboratory of the Helsinki University of Technology and as a software 
engineer for Stonesoft Ltd. Mr. Pihlava holds a Master of Science degree in Engineering from the Helsinki 
University of Technology. 


Markku Pirskanen is Chief Financial Officer of Data Fellows. Prior to joining Data Fellows in 1998, 
Mr. Pirskanen worked for Santasalo-JOT Group as financial director. Mr. Pirskanen holds a Master of Science 
degree in Economics from the Helsinki School of Economics. 


Jari Puhakka is Vice President of Business Development of Data Fellows and a member of the Board of 
Directors of the Company. Prior to joining the Data Fellows in 1997, Mr. Puhakka earned an MBA degree from the 
Ecole Nationale des Ponts et Chaussées. Prior to this, Mr. Puhakka worked seven years for IBM Corporation in 
Finland, Belgium and Malaysia in sales and marketing operations as well as in government programs for the IBM 
European headquarters. Mr. Puhakka holds a Master of Science degree in Economics from the University of 
Brussels. He has also studied economics and computer science at the University of Helsinki and the University of 
Joensuu. 


Seppo Rantanen is Human Resources Director of Data Fellows. Prior to joining Data Fellows in 1998, 
Mr. Rantanen worked for K-Instituutti Ltd, a subsidiary of Kesko Corporation, and several other Finnish companies 
and institutions. Mr. Rantanen holds a Master of Arts degree in Philosophy from the University of Helsinki. 


Risto Siilasmaa is President and Chief Executive Officer of Data Fellows and a member of the Board of 
Directors of the Company. Mr. Siilasmaa founded the Company in 1988. Prior to founding the Company, 
Mr. Siilasmaa worked as a software programmer and IT consultant for the executive management of several large 
Finnish and international corporations. Mr. Siilasmaa is a member of the Boards of Directors of the Finnish Foreign 
Trade Association and IT Services Association (TIPAL). Mr. Siilasmaa is also a founding member of the 
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Association of Software Entrepreneurs in Finland. Mr. Siilasmaa studied economics, international marketing and 
computer science at the Helsinki University of Technology. 


Christopher Vargas is President of the Company’s U.S. subsidiary, Data Fellows, Inc. Prior to joining Data 
Fellows in August 1999, Mr. Vargas worked for eight years at Cisco Systems, Inc. in a number of sales and 
marketing positions, the last of which was as director of international marketing. Before joining Cisco Systems, 
Inc., Mr. Vargas was a program manager for a division of the United States Air Force. Mr. Vargas holds a BS degree 
in Computer Engineering and a Master of Science degree in Electrical Engineering from the University of Notre 
Dame. Mr. Vargas was also a Fulbright scholar to Finland from 1987-1988. Mr. Vargas is a member of the advisory 
board of IRBS Inc. 


The business address of each member of the Board of Directors, executive management team and the President 
and Chief Executive Officer of the Company is c/o Data Fellows Corporation, Pyyntitie 7, FIN-02230 Espoo, 
Finland. 


Advisory Board 


In September 1999, the Company established an advisory board (the “Advisory Board”) which is responsible 
for advising the Company’s Board of Directors with regard to strategy, management and operations to ensure that 
the Company’s affairs are carried out in accordance with sound business principles and in compliance with the 
Company’s Articles of Association. As of the date of this Offering Memorandum, the Advisory Board consists of 
three members, each of whom was elected by the Board of Directors and is knowledgeable in the data security and 
computer industries. The Company expects the number of members of the Advisory Board to increase in the future. 


The present members of the Advisory Board, their respective ages and occupations are as follows: 








Name Age Occupation 

Terry’ Beet 22035: s0<ia bee een o2 45 Private Investor 

Larry Lang ...............0-05. 35 _-Vice President of Marketing at Cisco Systems, Inc. 

Allan Leinwand................. 33 Chief Technical Officer and founder of Digital Island, Inc. 


Executive and Board Compensation 


General. The aggregate compensation of members of the Board of Directors and the executive management 
team of the Company for the year ended December 31, 1998, was approximately € 0.2 million. Such compensation 
was mainly in the form of salaries, individual bonuses and board member fees. Bonuses to the executive manage- 
ment are determined on the same terms and conditions as to all the other employees, based on the financial results 
of the Company and on the personal performance of the person. Compensation of the members of the Board of 
Directors is decided by the annual general meeting of shareholders. 


Loans granted to the members of the Board of Directors and the executive management team of the Company 
was approximately € 10,000 for the year ended December 31, 1998. The average maturity of the loans was six 
months and the average interest rate was the Bank of Finland’s base rate plus one percent. 


Equity Incentive Plans. The Company has established option plans and a bonus plan as incentives to all of its 
employees. As of the date of this Offering Memorandum, members of the Company’s executive management team 
held an aggregate of 19.9 million shares and an aggregate of 1.2 million options, entitling them to subscribe for 
1.2 million Shares. See “Management's Discussion and Analysis of Financial Condition and Results of Opera- 
tions—Option Plans” and “Description of Shares and Share Capital—Shares and Other Securities.” 


Auditor 


Pursuant to the Company’s Articles of Association, the Company is required to have one auditor. The auditor is 
elected annually and must be a public accounting corporation authorized by the Finnish Central Chamber of 
Commerce. Beginning from the fiscal year ending December 31, 1998, the Company’s auditor is Tilintarkastajien 
Oy —Ernst & Young, authorized public accountants, with Mr. Tomi Englund, authorized public accountant, as the 
responsible auditor. 
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OWNERSHIP STRUCTURE 
Ownership Structure 


Prior to the Offering, the Company’s issued outstanding share capital was € 405,097.5, consisting of 
20,254,875 Shares. Each Share entitles the holder to one vote at general meetings of shareholders. In addition, there 
are currently options outstanding under three separate option plans entitling the holders thereof to subscribe for an 
aggregate of 5,224,125 shares and convertible capital notes outstanding entitling holders thereof to convert such 
notes into a maximum of 675,000 shares. 


The existing shareholders of the Company who are offering Shares for sale in the Offering as Selling 
Shareholders are Risto Siilasmaa, Ari Hypponen and Ismo Bergroth. 


The following table sets forth certain information regarding the shareholdings of the Company’s shareholders 
immediately prior to and after the Offering: 


After the Offering After Exercise of the 























and the Employee Over-Allotment 
Before the Offering Offering Option” 
Number of 
Number of Shares Number of Number of 

Shareholder Shares % Offered Shares % Shares % 

Risto Siilasmaa ...............00.5 15,150,000 74.8 467,805 14,682,195 56.7 14,682,195 54.8 
Ari Hypponen ................... 2,400,000 11.8 74,108 2,325,892 9.0 2,325,892 8.7 
Ismo Bergroth................-4- 2,205,000 10.9 68,087 2,136,913 8.2 2,136,913 8.0 
Petri Alas’) si. ceh shoe ha eS a eS 210,000 1.0 — 210,000 0.8 210,000 0.8 
Petri Laakkonen...............04. 88,875 0.4 = 88,875 0.3 88,875 0.3 
Christopher Vargas................- 66,000 0.3 — 66,000 0.3 66,000 0.3 
Mikko Kuisma..............00005 55,695 0.3 = 55,695 0.2 55,695 0.2 
Mikko Hypponen................. 12,000 0.1 — 12,000 0.1 12,000 0.0 
Sakari Pihlava ............0. 00006 10,500 0.1 = 10,500 0.0 10,500 0.0 
Jari Holmborg ................... 9,600 0.1 — 9,600 0.0 9,600 0.0 
Other officers and employees......... 47,205 0.2 — 47,205 0.2 47,205 0.2 
Investors in the Institutional Offering .. . 5,173,225 20.0 6,073,225 22.7 
Investors in the Retail Offering ....... 836,775 3.2 836,775 3.1 
Investors in the Employee Offering ..... 250,000 ~=-1.0 250,000 0.9 
WOtal, 2.445 wise es bt ae ee ee ed 20,254,875 100.0 610,000 25,904,875 100.0 26,804,875 100.0 











“) Assumes full exercise of the Over-Allotment Option. 
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DESCRIPTION OF THE SHARES AND SHARE CAPITAL 
General 


The Company was incorporated on December 30, 1988. The Company’s registration number with the Finnish 
Trade Register is 425.966 and its registered office is located at Pyyntitie 7, FIN-02230 Espoo, Finland. The 
Company operates under Finnish law as a public limited liability company. According to the Company’s Articles of 
Association (the “Articles of Association” ), the Company (i) produces computer software; (11) imports, exports and 
sells computers, electrical appliances and computer software; and (iii) provides consulting, educational and 
publishing services relating to information systems and management. Prior to March 16, 1999, the Company’s 
share capital was denominated in Finnish markkas and the Shares had a nominal value. Since March 16, 1999, the 
Company’s share capital has been denominated in euros and the Shares have had no nominal value. Pursuant to an 
amendment to the Finnish Companies Act (the “Companies Act”) effective as of January 1, 1999, Finnish 
companies are permitted to abolish the nominal value of shares and refer instead to the “counter book value” of 
shares, which represents the share capital divided by the number of shares issued and outstanding. As of the date of 
this Offering Memorandum, the counter book value of each Share of the Company is € 0.02. 


Shares and Other Securities 
Shares 


Pursuant to the Articles of Association, the Company’s issued share capital may not be less than € 169,000 nor 
more than € 676,000. The Company’s issued share capital may be increased or decreased within these limits 
without amendment to the Articles of Association. As of the date of this Offering Memorandum, the Company’s 
paid-in share capital amounted to € 405,097.50 consisting of 20,254,875 Shares. The counter book value of each 
Share in the Company’s share capital account as stated on the balance sheet is € 0.02. Each Share entitles its holder 
to one vote at the general meetings of shareholders. 


The Company’s original share capital was € 5,046 and consisted of 60 fully-paid Shares. Each Share had a 
nominal value of € 84. On October 1, 1989, the Company’s share capital was increased by € 420 to € 5,466 through 
the issuance of five new shares. On June 10, 1997, the Company’s share capital was increased by € 504 from 
€ 5,466 to € 5,970 through the issuance of new shares. Simultaneously, the Company redeemed four Shares. On 
July 30, 1997, the Company increased its share capital to € 169,365 by converting each old Share with a nominal 
value of € 84 into 10,000 new shares with a nominal value of € 0.25 by transferring € 163,395 from the Company’s 
reserve fund into its share capital. On February 19, 1999, the Company increased its share capital to € 268,000 by 
transferring € 588.66 from its reserve fund and € 98,046.10 from its loss and profit account into its share capital. 
Simultaneously, it was decided to divide the share capital into 13,400,000 Shares with a counter book value of 
€ 0.02 each. On October 1, 1999, the Company increased its share capital to € 269,480 through the issuance of 
74,000 new shares to two executive officers. On October 8, 1999, the Company increased its share capital to 
€ 404,220 through the making of a share dividend in which existing shareholders received one new Share for every 
two Shares held immediately prior to the time of the share dividend. On October 13, 1999, the Company’s share 
capital was increased to € 405,097.5 when certain options issued by the Company were exercised for the subscrip- 
tion of 43,875 shares. 


The following table indicates the changes in the Company’s share capital since its incorporation: 





Date of Date of Registration with Number of Nominal 

Corporate Resolution Finnish Trade Register Share Capital Shares Value/Share 
December 30, 1988 December 30, 1988 € 5,046") 60 € 84 
October 1, 1989 July 11, 1990 € 5,466) 65 € 84) 
June 10, 1997 February 12, 1998 € 5,970) 71 € 841) 
June 10, 1997 February 12, 1998 € 5,970) 67 € 84) 
July 30, 1997 February 12, 1998 € 169,365) 670,000 € 0.25 
February 19, 1999 March 16, 1999 € 268,000 13,400,000 € 0.02 
August 10, 1999 October 1, 1999 € 269,480 13,474,000 € 0.02% 
October 8, 1999 October 13, 1999 € 404,220 20,211,000 € 0.02 
October 13, 1999 October 14, 1999 €405,097.5 20,254,875 € 0.02% 





(1) Converted from Finnish markkas and rounded to the nearest whole number. 
(2) Counter book value. 
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The Company currently has options outstanding under three separate option plans. In the event all options are 
exercised, the Company’s share capital will be increased by € 104,482.5, representing 5,224,125 Shares. 


On August 10, 1999, the extraordinary general meeting of shareholders of the Company authorized the Board 
of Directors to issue share options in deviation from the pre-emptive right of shareholders, representing not more 
than 1,200,000 Shares or a maximum increase in share capital of € 24,000. The authorization is valid until July 31, 
2000. On October 14, 1999, the Board of Directors proposed to the extraordinary general meeting of shareholders 
to be held on November 1, 1999, to increase such authorization by 600,000 on an increase in share capital of 
€ 12,000 to compensate for the dilution effect of the share dividend of October 8, 1999. 


The Board of Directors passed a resolution on October 17, 1999 accepting the terms of the Offering and 
deciding to offer up to 6,550,000 Shares to (1) institutional investors in Finland and internationally, (ii) the Finnish 
public, and (iii) employees of the Company and its subsidiaries. The Shares are issued in deviation from the existing 
shareholders’ pre-emptive rights for purposes of (i) expanding the shareholder base, (ii) financing any future 
acquisitions, (iii) strengthening the financial position of the Company, and (iv) providing incentives for the 
Company’s employees. In the event that all of the new Shares offered in the Offering and the Employee Offering are 
subscribed for and issued, the total number of outstanding Shares will increase to 26,804,875 and the Company’s 
share capital will increase from € 405,097.50 to € 536,097.50. The general meeting of shareholders will approve 
the issue of the Shares on or about November 1, 1999. The issuance of any Shares by the Company pursuant to the 
Offering will be registered in the Finnish Trade Registry on or about November 5, 1999. 


Copies of the resolutions of the Board of Directors and the extraordinary general meeting of shareholders of 
the Company authorizing the issue, offer and sale of the Shares in the Offering by the Company may be inspected at 
the principal executive office of Data Fellows at Pyyntitie 7, FIN-02230 Espoo, Finland, during normal business 
hours on any weekday until the completion of the Offering. 


Convertible capital notes 


Until March 1999, the Company did not have any debt or preferred securities outstanding. In March 1999, the 
Company issued five-year convertible capital notes in the aggregate principal amount of € 5.0 million. Each note 
was issued in the principal amount of € 100,000 and the notes bear annual interest at the rate of two percent. The 
notes may be converted into Shares after the start of public trading of the Shares between January 2 and 
December 21 each year until March 25, 2004. Each € 100,000 note entitles its holder to convert the note into a 
maximum of 13,500 and to a minimum of 6,750 Shares of the Company, the actual conversion ratio depending on 
the price and timing of the initial public offering of the Shares. In the event the Shares start public trading prior to 
March 31, 2000, the conversion price for the notes will be at a 35 percent premium to the offer price. If the initial 
public offering price per Share exceeds certain threshold prices, however, the entire principal amount of each note 
can only be converted into Shares in such a manner that the number of Shares is decreased to correspond to the 
principal amount of the note. The minimum number of Shares into which the note may be converted, however, may 
not fall below 6,750 Shares. If the initial public offering takes place before March 31, 2000 and the initial public 
offering price is less than € 5.49 per share, a portion of the principal amount will be paid back in cash. In the event 
the entire principal amount of the convertible capital notes is converted into Shares, the Company’s share capital 
will be increased by € 13,500, representing 675,000 Shares. 


The Company may in the future seek to acquire businesses, products or technologies that are complementary 
to those of the Company. While the Company engages from time to time in discussions with respect to potential 
acquisitions, there can be no assurance that any such acquisitions will be made or that the Company will be able to 
successfully integrate any acquired business. In order to finance such acquisitions, it may be necessary for the 
Company to raise additional funds. Any equity or debt financing, if available at all, may be on terms which are not 
favorable to the Company and, in the case of equity financing, may result in dilution to the Company’s shareholders. 
See “Risk Factors—Management of Growth.” 


Pre-emptive Rights 


Under Finnish law, existing shareholders of Finnish companies have preferential rights to subscribe, in 
proportion to their shareholdings, for new shares of such companies as well as for issues of subscription warrants or 
debt instruments convertible into shares or carrying warrants to subscribe for shares, unless the corporate resolution 
approving such issue provides otherwise. Under the Companies Act, a resolution waiving pre-emptive rights must 
be approved by at least two-thirds of all votes cast and all shares represented at the general meeting of shareholders. 
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US. holders of Shares may not be able to exercise any pre-emptive rights and preferential rights in respect of 
their shares unless a registration statement under the Securities Act is effective with respect to such rights or an 
exemption from the registration requirements thereunder is available. The Company intends to evaluate, at the time 
of any rights offering, the costs and potential liabilities associated with any such registration statement, as well as 
the indirect benefits to it of enabling the exercise by the holders of Shares of the pre-emptive rights and preferential 
rights of their Shares and any other factors that the Company considers appropriate at the time. No assurance can be 
given that the Company will elect to file such a registration statement. 


General Meeting of Shareholders 


Under the Companies Act, shareholders exercise their power to decide on corporate matters at general 
meetings of shareholders. The Articles of Association require that a general meeting be held annually before the 
end of June to consider, among other things, annual accounts, auditor reports, dividends, discharges from liability, 
compensation to members of the Board of Directors and to auditors and elections of members of the Board of 
Directors and auditors, as well as matters stated in the notice of the shareholders’ meeting. Extraordinary general 
meetings in respect of specific matters are held when considered necessary by the Board of Directors, or when 
requested in writing by an auditor of the Company or by shareholders representing at least ten percent of all the 
issued Shares. 


Under the Articles of Association, notices of general meetings must be given by letters to shareholders mailed 
to their addresses appearing on the Company’s share register or by an announcement in a Finnish newspaper not 
earlier than eight weeks and not later than two weeks prior to the meeting. Under the Articles of Association, a 
shareholder must give notice to the Company of his or her intention to attend a general meeting no later than the 
date and time specified by the Board of Directors in the notice of the general meeting, which may not be earlier than 
five days before the general meeting. 


Inasmuch as the Shares have been transferred to the Finnish book-entry securities system, in order to have the 
right to attend and vote at a general meeting, a shareholder must be registered not later than five days prior to the 
relevant general meeting in the register of shareholders kept by the Finnish Central Securities Depository Ltd. 
(“FCSD”) in accordance with the Companies Act. See “The Finnish Securities Market—The Finnish Book-Entry 
Securities System.” Voting rights may not be exercised by a shareholder if such shareholder’s shares are registered 
in the name of a nominee. A beneficial owner wishing to exercise such rights should cancel the nominee 
arrangement and seek individual registration not later than five days prior to the relevant general meeting. There are 
no quorum requirements for general meetings. 


Voting Rights 


A shareholder may attend and vote at a general meeting in person or through an authorized representative. 
Each Share is entitled to one vote. At a general meeting, most resolutions are passed by a majority of the votes cast. 
However, certain resolutions, such as a resolution to amend the Articles of Association, a resolution to issue shares 
in contravention of shareholders’ preferential subscription rights and, in certain cases, a resolution regarding a 
possible merger or liquidation of the Company, require a majority of two-thirds of the votes cast and shares 
represented at the general meeting. 


Dividends and Other Distributions 


Under the Companies Act and in accordance with prevailing practice in Finland, dividends on shares of a 
Finnish company are generally only paid annually and only after shareholder approval of the company’s financial 
statements and of the amount of the dividend proposed by the board of directors. Accordingly, the payment by Data 
Fellows of a dividend in respect of the Shares will require the approval of the holders of a majority of the Shares 
represented at a general meeting of shareholders. 


Under the Companies Act, shareholders’ equity is divided into restricted and unrestricted equity. Restricted 
equity consists of the share capital, the share premium fund, the reserve fund and the revaluation fund. Other 
shareholders’ funds are included in unrestricted equity. The amount of any dividend is limited to the amount of 
distributable funds based upon the financial statements approved by the most recent annual general meeting of 
shareholders. Distributable funds include the profit for the preceding financial year, retained earnings from 
previous years and other unrestricted equity less the reported losses, capitalized incorporation, research and certain 
development costs, acquisition cost of the company’s own or parent company’s shares, and the amount that the 
articles of association of the company requires to be transferred to the reserve fund or is otherwise to be left 
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undistributed. A parent company of a consolidated group of companies may not distribute more than the amount of 
distributable equity shown on the parent company’s financial statements or the consolidated financial statements, 
whichever is lower. When calculating the distributable equity for dividend purposes, the distributable funds shown 
on the consolidated financial statements are also reduced by the amount of untaxed reserves included in retained 
earnings. The dividend may not exceed the amount proposed by the board of directors unless so requested at the 
annual general meeting by the holders of not less than ten percent of all shares of the company, in which case the 
dividend, if so requested, shall amount to the lower of (i) at least one-half of the profit for the last preceding 
financial period less (A) the amount that the articles of association of the company require to be transferred to the 
reserve fund or otherwise left undisturbed and (B) the amount, if any, with which the capitalized incorporation, 
research and certain development costs and acquisition costs of the company’s own or parent company’s shares 
exceed the total of the unrestricted reserves, the share premium fund and the reserve fund, and (ii) the amount of 
distributable funds as defined above. However, in such case the dividend may not exceed eight percent of the total 
shareholders’ equity of the company. The company may not, under the Companies Act, pay interim dividends based 
on the current financial year’s earnings. 


Dividends and other distributions are paid to shareholders or their nominees entered in the register of 
shareholders on the relevant record date. Such register is maintained by the FCSD through the relevant book-entry 
registrar. All of the Shares of the Company carry equal rights to dividends and other distributions by the Company 
(including distributions of assets in the event of the liquidation of the Company). Under the Finnish Book-Entry 
Securities System, dividends are paid by account transfers to the accounts of the shareholders appearing in the 
registry. 


Under the Companies Act, a company may acquire its own shares using distributable funds. Decisions on the 
acquisition of a company’s own shares must be taken by a general meeting of shareholders, unless the general 
meeting of shareholders has authorized the board of directors to decide upon stock repurchases. Any such 
authorization to the board of directors of a company may remain in effect for a period not exceeding one year. A 
public limited company may neither directly nor through a subsidiary hold its own shares in an amount in excess of 
five percent of the company’s share capital or voting rights. See “Dividends.” 


The Shares carry equal rights to distribution upon dissolution. 


Transfers 


Upon a sale of shares through the Finnish Book-Entry Securities System, the relevant shares are transferred 
from the seller’s book-entry account to the buyer’s book-entry account as an account transfer. The sale is registered 
as an advance transaction until the settlement thereof and the payment for the shares, after which the buyer will 
automatically be registered in the register of shareholders of the company. In the case of registration in the name of a 
nominee, a sale of shares does not require any entries into the Finnish Book-Entry Securities System unless the 
nominee is changed pursuant to the sale. 


Restrictions on Foreign Ownership 


Restrictions on foreign ownership of Finnish companies were abolished as of January 1, 1993. However, under 
the Act on the Control of Foreigners’ Acquisition of Finnish Companies of 1992 (the “Control Act”), clearance by 
the Finnish Ministry of Trade and Industry would be required if a foreign person or entity, other than a person or 
entity from another member state of the European Economic Area (the “EEA”) or the Organization for Economic 
Cooperation and Development (the “OECD”), or a Finnish entity controlled by one or more such foreign persons or 
entities, were to acquire a holding of one-third or more of the voting rights of the Company. The Ministry of Trade 
and Industry could refuse clearance where the acquisition would jeopardize important national interests, in which 
case the matter is referred to the Finnish government. In accordance with the treaty by which Finland entered the 
EEA, the applicability of the clearance requirements of the Control Act was abolished from January 1, 1996 with 
respect to acquisitions by entities from the member states of the EEA or the OECD. 


Foreign Exchange Control 


Shares of a Finnish company may be purchased by non-residents of Finland (“non-residents”) without any 
separate Finnish exchange control consent. Non-residents may receive dividends without separate Finnish 
exchange control consent, the transfer out of Finland being subject to payment by the company of withholding 
taxes. Non-residents having acquired shares may receive shares pursuant to a bonus issue or through participation in 
a new issue without a separate Finnish exchange control consent. Shares of a Finnish company may be sold in 
Finland by non-residents and the proceeds of such sale may be transferred out of Finland in any convertible 
currency. There are no Finnish exchange control regulations applying to the sale of shares of a Finnish company by 
non-residents to other non-residents. 
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THE FINNISH SECURITIES MARKET 
General 


The securities market in Finland is supervised by the Finnish Financial Supervision Authority. The principal 
statute governing the securities market is the Securities Market Act of 1989, as amended (the “Securities Market 
Act”). The Securities Market Act contains regulations with respect to company and shareholder disclosure 
obligations, admission to listing and trading of listed securities and public takeovers, among other things. The role 
of the Finnish Financial Supervision Authority is to monitor compliance with these regulations. 


The Securities Market Act specifies minimum disclosure requirements for Finnish companies applying for 
listing on the Helsinki Exchanges or making a public offering of securities in Finland. The information provided 
must be sufficient to enable investors to make a sound evaluation of the security being offered and the issuing 
company. Finnish listed companies have a continuing obligation to publish regular financial information and to 
inform the market of any matters likely to have a material impact on the value of their securities. 


A shareholder is required to notify a Finnish listed company and the Finnish Financial Supervision Authority 
when its voting participation in, or its percentage ownership of, issued share capital of such Finnish listed company 
reaches, exceeds or falls below five, ten, 15, 20, 25, 334, 50 or 66% percent, calculated in accordance with the 
Securities Market Act, or when it enters into an agreement or other arrangement having such effect. If a Finnish 
listed company receives information indicating that a voting interest or ownership interest has reached, exceeded or 
fallen below the aforementioned thresholds, it must disclose such information to the public and to the Helsinki 
Exchanges. 


Pursuant to the Securities Market Act, a shareholder whose holding in a listed company exceeds two-thirds of 
the total voting rights attached to the shares of the company after the commencement of a public quotation of such 
shares must offer to purchase the remaining shares of such company. Under the Companies Act, a shareholder 
holding more than 90 percent of the shares and the votes attached to the shares in a company has the right to 
purchase the remaining shares of such company at fair market value. In addition, any shareholder that possesses 
shares that may be so purchased by a majority shareholder is entitled to require such majority shareholder to 
purchase its shares. Detailed rules apply for the calculation of the above proportions of shares and votes. 


The Finnish Criminal Code also contains provisions relating to the misuse of privileged or inside information 
and market manipulation. Breach of these provisions constitutes a criminal offense. 


The business operations of the Helsinki Stock Exchange were transferred to a wholly owned subsidiary named 
Helsinki Securities and Derivatives Exchange, Clearing House Ltd. (the “Helsinki Exchanges”) on April 1, 1999. 
The latter operates as a trading facility for equities, bonds, derivative instruments and other securities. At the same 
time, the company name of the parent company, HEX Ltd., was changed to Helsinki Exchanges Group Ltd. Oy. As 
a result of these changes, the HEX Group now consists of the parent company Helsinki Exchange Group Ltd. Oy 
and three wholly-owned subsidiaries. The Helsinki Exchanges will carry on exchange and related operations, 
Finnish Central Securities Depositary Ltd. will continue to act as the national securities depositary offering 
clearing, registry and issuer services, and Helsinki Book-Entry Central Ltd. will maintain the commercial 
book-entry register. The reorganization has not affected trading and clearing practices on the Helsinki Exchanges. 


The Finnish Book-Entry Securities System 
General 


Finland has made a gradual changeover from a certificated securities system to the Book-Entry Securities 
System since August 1, 1991, when the relevant legislation came into effect. Use of the Book-Entry Securities 
System is mandatory for shares listed on the Helsinki Exchanges. The Shares were entered into the book-entry 
system on March 25, 1999. 


Most activities relating to the Book-Entry Securities System are centralized at the FCSD, which provides 
national clearing and registration services for securities. The FCSD maintains a central Book-Entry Securities 
System for both equity and debt securities. 


The FCSD maintains a register of the shareholders of listed companies and accounts for shareholders that do 
not wish to utilize the services of a commercial book-entry registrar. The expenses incurred by the FCSD in 
connection with maintaining such accounts are borne by the issuers participating in the Book-Entry Securities 
System. Other book-entry registrars consist of credit institutions, investment services companies and other institu- 
tions licensed to act as book-entry registrars by the Finnish Council of State (each, a “Registrar”). A book-entry 
register may also be kept by the Finnish State Treasury and the Bank of Finland, neither of which require a license. 
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Registration 


In order to effect entries in the Book-Entry Securities System, a security holder or such holder’s nominee must 
establish a book-entry account with the FCSD or a Registrar or register its securities through nominee registration. 
All transactions in securities registered with the Book-Entry Securities System are executed as computerized 
book-entry transfers. The Registrar confirms book-entry transfers by sending notifications of transactions to the 
investor holding the respective book-entry account. Investors also receive an annual statement of their holdings as 
of the end of each calendar year. 


Each book-entry account is required to contain specified information with respect to the account holder or the 
custodian administering the assets of a custodial nominee account. Such information includes the type and number 
of book-entry securities registered and the rights and restrictions pertaining to the account and to the book-entry 
securities registered in the account. A custodial nominee account is identified as such on the entry. The FCSD and 
the Registrars are required to observe strict confidentiality, although certain information (the name, nationality and 
address of each account holder) contained in the registers must be made available to the public. 


Each Registrar is strictly liable for, among other things, errors and omissions on the registers maintained by it 
and for any unauthorized disclosure of information. However, if an account holder has suffered a loss as a result of a 
faulty registration or an amendment to, or deletion of, rights in respect of registered securities and the Registrar is 
unable to compensate such loss, such account holder is entitled to receive compensation from the FCSD. To cover 
this contingency, the FCSD maintains a statutory guarantee fund, which is required to reach a level of not less than 
FIM 110 million by December 31, 2011 in respect of book-entry and settlement operations. The balance of 
statutory guarantee fund currently stands at FIM 16.2 million. 


Trading and Settlement 


The trading in and clearing of securities on the Helsinki Exchanges is in euros, with the minimum tick size for 
trading quotations being one euro cent. All price information is produced and published only in euros. 


The trading system of the Helsinki Exchanges, the Helsinki Stock Exchange Automated Trading and Informa- 
tion System (HET), is a decentralized and fully automated order-driven system. Trading is conducted on the basis 
of trading lots, which are fixed separately for each share series. 


Official share trading takes place from 10:30 a.m. to 5:30 p.m. on each trading day. Offers may be placed in the 
system beginning at 9:30 a.m. during a pre-trading period. Offers are matched from 10:00 a.m. to 10:30 a.m. to 
determine the opening quotations of the day. Contract transactions may continue to be registered during aftermarket 
trading from 5:30 p.m. to 6:00 p.m. and from 9:00 a.m. to 9:30 a.m. the following morning within the price limits 
arrived at during the official share trading. 


Transactions are normally cleared in the FCSD’s automated clearing and settlement system (KATI) on the 
third banking day after the trade date unless otherwise agreed by the parties. 


Custody of the Shares and Nominees 


Shares may be held in the book-entry register of either the FCSD or a Registrar. A non-Finnish shareholder 
may appoint a custodian (or certain non-Finnish organizations approved by the FCSD) to act as a nominee 
shareholder on its behalf. A nominee shareholder is entitled to receive dividends and to exercise all share 
subscription rights and other financial rights attaching to the shares held in its name. It may not, however, exercise 
any administrative rights attaching to such shares (such as the right to attend and vote at general meetings of the 
company). A beneficial owner wishing to exercise such rights must terminate the nominee arrangement and must 
obtain registration of such shares in such owner’s own name not later than five days prior to the relevant general 
meeting. A nominee is required to disclose to the Finnish Financial Supervision Authority and the relevant 
company on request the name of the beneficial owner of any shares registered in the name of such nominee, where 
the beneficial owner is known, as well as the number of shares owned by such beneficial owner. 

Finnish depositaries for both Cedelbank and Euroclear have nominee accounts within the Book-Entry 
Securities System and, accordingly, non-Finnish shareholders may hold their Shares through their accounts with 
Cedelbank or Euroclear. 

Shareholders wishing to hold their shares in the Book-Entry Securities System in their name and who do not 
maintain a custody account in Finland are required to open a custody account at an authorized Registrar in Finland 
and a convertible Finnish markka or euro account. 
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TAXATION 


The following summary is based on tax laws of Finland and the United States as in effect on the date of this 
Offering Memorandum and is subject to changes in Finnish or United States law, including changes that could have 
a retroactive effect. The following summary does not take into account or discuss the tax laws of any country other 
than Finland and the United States. Prospective purchasers in all jurisdictions are advised to consult their own tax 
advisors as to the Finnish, United States or other tax consequences of the purchase, ownership and disposition of 
Shares. 


Finnish Taxation 
General 


Residents and non-residents of Finland are treated differently for tax purposes. The worldwide income of 
persons resident in Finland is subject to taxation in Finland. Non-residents of Finland are taxed on Finnish source 
income only. 


Generally, an individual is deemed a resident of Finland if such individual resides in Finland for more than six 
consecutive months or if the permanent home or dwelling of such individual is in Finland. Earned income, 
including salary, is taxed at progressive rates while capital income, including dividend income from a company 
listed on the Helsinki Exchanges, is taxed at a flat rate, which currently is 28 percent. Entities established under the 
laws of Finland are regarded as residents of Finland. 


Companies 


Finnish companies are subject to national corporate income tax on their worldwide income. With effect from 
January 1, 1996, the rate of such tax has been 28 percent. The current Finnish government, which assumed office in 
April 1999, has publicly announced its intention to increase the Finnish corporate income tax rate from 28 percent 
to 29 percent. 


Finland applies an imputation or avoir fiscal system for profits distributed as dividends in order to eliminate 
double taxation of companies and their shareholders. Under the avoir fiscal system, there is a minimum tax payable 
to the Finnish tax authorities by a Finnish company depending on the amount of profit distributed as dividends. For 
the tax year 1999, the applicable minimum tax is /s of the dividends distributed to the shareholders. To the extent 
that this minimum tax exceeds or is less than the corporate tax charge payable to the Finnish taxation authorities 
calculated on taxable income, a supplementary tax liability will be imposed or a tax surplus established (as 
appropriate). Any tax surplus generated may be used for a period of ten years to offset any supplementary tax which 
may become payable in subsequent years. 


Shareholders 


The following is a summary of certain Finnish tax consequences relating to the purchase, ownership and 
disposition of Shares. 


Tax Credit on Dividends 


The Finnish avoir fiscal system is applied in its entirety only to shareholders who are residents of Finland. 
Under the avoir fiscal system, a tax credit is available to resident shareholders on the payment of dividends by a 
Finnish company equal to “1s of the dividend received. This amount is also included in the taxable income of the 
resident shareholder. Because the aggregate of the corporate income tax and the supplementary tax that might be 
levied on a Finnish company under the imputation system is equal to the tax credit available to resident sharehold- 
ers, no taxes are normally payable by resident shareholders in respect of dividends received from a Finnish 
company. The tax credit is not available to non-residents. Shareholders who are non-residents may, however, be 
entitled to the tax credit in whole or in part where there is a double taxation treaty with Finland that contains the 
appropriate provisions. Currently, the only such tax treaty in force is with Ireland, entitling certain shareholders 
resident in Ireland to a tax credit equal to one-half of the credit available to residents in Finland. A Finnish 
permanent establishment of a company resident in the European Economic Area is, however, entitled to the 
imputation tax credit if the shares are deemed to belong to the Finnish permanent establishment. 
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Withholding Tax on Dividends 


Non-residents are subject to Finnish withholding tax on dividends paid by a Finnish company. In the absence 
of any applicable treaty, the rate of such withholding tax is 28 percent. The current Finnish government, which 
assumed office in April 1999, has publicly announced its intention to increase the Finnish corporate income tax rate 
from 28 percent to 29 percent and, in conjunction therewith, the Finnish withholding tax rate is expected to be 
increased to the same level. Finland has entered into double taxation treaties with many countries pursuant to which 
the withholding tax rate is reduced on dividends paid to persons entitled to the benefits under such treaties. In the 
case of the treaties with the following countries, Finnish withholding tax rates are typically reduced to the 
percentages given: Austria: ten percent; Canada: 15 percent; Denmark: 15 percent; France: zero; Germany: 
15 percent; Ireland: 15 percent; Italy: 15 percent; Japan: 15 percent; The Netherlands: zero; Norway: 15 percent; 
Spain: 15 percent; Sweden: 15 percent; Switzerland: five percent; the United Kingdom: zero; and the United States: 
15 percent. A further reduction in the withholding tax rate is usually available to corporate shareholders for 
distributions on qualifying holdings (usually at least ten or 25 percent of the capital of the distributing company). 
The Finnish company paying the dividend is responsible for deducting any applicable Finnish withholding tax. 


A reduction of such withholding tax rate can be obtained at source upon the submission of a Source Tax Card 
or the required information (name, date of birth, any personal or corporate code in the home country and address) to 
the payer prior to the payment of dividends. If such a Source Tax Card or such information is not submitted in a 
timely manner, a refund of tax withheld in excess of the applicable treaty rate can be obtained upon application to 
the local tax authority. 


No withholding tax is levied under Finnish laws on dividends paid to corporate entities which reside in the 
European Union and directly hold at least 25 percent of the capital of the distributing Finnish company, provided 
that such entities are not entitled to the tax credit under the Finnish avoir fiscal system and are subject to a general 
corporation tax in their respective countries of residency, as specified in Directive 90/435/EEC. 


Finnish Capital Gains and Other Taxes 


Any capital gains arising from the sale of shares by Finnish resident individuals and estates are taxed as capital 
income. Any gain or loss is calculated as the sales price less the original acquisition costs and the selling expenses. 
Alternatively, in lieu of applying the actual acquisition costs, individuals and estates may choose to apply an 
assumed acquisition cost equal to 20 percent of the sales price, and, if the shares sold have been held for a minimum 
of ten years, 50 percent of the sales price. Finnish resident individuals must report any sales of securities made in 
the tax year on their tax return. Capital gains are taxed at a flat rate of 28 percent. The current Finnish government, 
which assumed office in April 1999, has publicly announced its intention to increase the Finnish corporate income 
tax rate from 28 percent to 29 percent and, in conjunction therewith, the Finnish capital gains tax rate to the same 
amount. Capital losses are normally deductible from capital gains arising in the same year and the following three 
years. 


Income arising from the sale of shares by Finnish resident companies is counted as part of gross income, while 
the acquisition cost of the shares is deductible in the taxation of the relevant company. 


Non-residents will normally not be subject to Finnish taxes on capital gains realized on the transfer of shares. 
Transfers of the shares by non-residents by way of gift or by reason of the death of the owner are subject to Finnish 
gift or inheritance tax, respectively, if either the transferor or the transferee is a resident of Finland, unless Finland 
has waived its rights in a tax treaty to impose such a tax. 


Finnish Transfer Tax 


There is no transfer tax payable in Finland on share transfers made on the Helsinki Exchanges. If the transfer is 
not made on the Helsinki Exchanges, a transfer tax at the rate of 1.6 percent of the relevant sales price is payable by 
the purchaser. However, if the purchaser is neither a resident of Finland nor a Finnish branch of a foreign credit 
institution nor a Finnish branch of a foreign investment firm, the seller must collect the tax from the purchaser. If 
neither the purchaser nor the seller is a resident of Finland or a Finnish branch of a foreign credit institution or a 
Finnish branch of a foreign investment firm, the transfer of shares will be exempt from Finnish transfer tax. No 
transfer tax is payable in connection with the issuance of new shares. 


56 


United States Federal Income Taxation 


The following is a summary of the principal United States federal income tax consequences that may be 
relevant with respect to the acquisition, ownership and disposition of Shares. This summary addresses only the 
United States federal income tax considerations of holders that are initial purchasers of the Shares and that will hold 
Shares as capital assets. This summary does not address tax considerations applicable to holders that may be subject 
to special tax rules, such as financial institutions, insurance companies, real estate investment trusts, regulated 
investment companies, dealers or traders in securities or currencies, tax-exempt entities, persons that will hold 
Shares as part of a “hedging” or “conversion” transaction or as a position in a “straddle” for United States federal 
income tax purposes, persons that have a “functional currency” other than the United States dollar or holders that 
own (or are deemed to own) ten percent or more (by voting power or value) of the stock of Data Fellows. Moreover, 
this summary does not address the U.S. federal estate and gift or alternative minimum tax consequences of the 
acquisition, ownership and disposition of Shares. This summary is based on the Internal Revenue Code of 1986, as 
amended (the “Code’’), United States Treasury Regulations and judicial and administrative interpretations thereof, 
in each case as in effect and available on the date of this Offering Memorandum. All of the foregoing are subject to 
change, which change could apply retroactively and could affect the tax consequences described below. 


For purposes of this summary, a “United States Holder” is a beneficial owner of Shares that, for United States 
federal income tax purposes, is: (i) a citizen or resident of the United States, (ii) a partnership or corporation created 
or organized in or under the laws of the United States or any state thereof (including the District of Columbia), 
(iii) an estate the income of which is subject to United States federal income taxation regardless of its source, or 
(iv) a trust, if such trust validly elects to be treated as a United States person for United States federal income tax 
purposes or if (A) a court within the United States is able to exercise primary supervision over its administration 
and (B) one or more United States persons have the authority to control all of the substantial decisions of such trust. 
A “Non-United States Holder” is a beneficial owner of Shares that is not a United States Holder. 


Each prospective purchaser should consult its own tax advisor with respect to the United States federal, state, 
local and foreign tax consequences of acquiring, owning or disposing the Shares. 


Distributions 


Subject to the discussion below under “Passive Foreign Investment Company Considerations,” the gross 
amount of any distribution by the Company of cash or property (other than certain distributions, if any, of Shares 
distributed pro rata to all shareholders of Data Fellows) with respect to Shares will be includible in income by a 
United States Holder as dividend income to the extent such distributions are paid out of the current or accumulated 
earnings and profits of the Company as determined under United States federal income tax principles. Such 
dividends will not be eligible for the dividends received deduction generally allowed to corporate United States 
Holders. To the extent, if any, that the amount of any distribution by the Company exceeds the Company’s current 
and accumulated earnings and profits as determined under United States federal income tax principles, it will be 
treated first as a tax-free return of the United States Holder’s adjusted tax basis in the Shares and thereafter as 
capital gain. The Company does not maintain calculations of its earnings and profits under United States federal 
income tax principles. 


Any such dividend paid in euros (or any currency other than U.S. dollars) will be included in the gross income 
of a United States Holder in an amount equal to the U.S. dollar value of the euro (or, if not euros, the currency in 
which the dividend was paid) on the date of receipt. The amount of any distribution of property other than cash will 
be the fair market value of such property on the date of distribution. 


Dividends received by a United States Holder with respect to Shares will be treated as foreign source income, 
which may be relevant in calculating such holder’s foreign tax credit limitation. Subject to certain conditions and 
limitations, any Finnish tax withheld on dividends may be deducted from taxable income or credited against a 
United States Holder’s United States federal income tax liability. The limitation on foreign taxes eligible for credit 
is calculated separately with respect to specific classes of income. For this purpose, dividends distributed by the 
Company generally will constitute “passive income,” or, in the case of certain United States Holders, “financial 
services income.” 


Subject to the discussion below under “Backup Withholding Tax and Information Reporting Requirements,” a 
Non-United States Holder of Shares generally will not be subject to United States federal income or withholding 
tax on dividends received on Shares, unless such income is effectively connected with the conduct by such 
Non-United States Holder of a trade or business in the United States. 
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Sale or Exchange of Shares 


Subject to the discussion below under “Passive Foreign Investment Company Considerations,” a United States 
Holder generally will recognize gain or loss on the sale or exchange of Shares equal to the difference between the 
amount realized on such sale or exchange and the United States Holder’s adjusted tax basis in the Shares. Such gain 
or loss will be capital gain or loss. In the case of a noncorporate United States Holder, the maximum marginal 
United States federal income tax rate applicable to such gain will be lower than the maximum marginal United 
States federal income tax rate applicable to ordinary income if such United States Holder’s holding period for such 
Shares exceeds one year. Gain or loss, if any, recognized by a United States Holder generally will be treated as 
United States source income or loss for United States foreign tax credit purposes. The deductibility of capital losses 
is subject to limitations. 


Subject to the discussion below under “Backup Withholding Tax and Information Reporting Requirements,” a 
Non-United States Holder of Shares generally will not be subject to United States federal income or withholding 
tax on any gain realized on the sale or exchange of such Shares unless (i) such gain is effectively connected with the 
conduct by such Non-United States Holder of a trade or business in the United States or (ii) in the case of any gain 
realized by an individual Non-United States Holder, such holder is present in the United States for 183 days or more 
in the taxable year of such sale or exchange and certain other conditions are met. 


Passive Foreign Investment Company Considerations 


A Non-United States corporation will be classified as a “passive foreign investment company” (a “PFIC”) for 
US. federal income tax purposes in any taxable year in which, after applying certain look-through rules, either (i) at 
least 75 percent of its gross income is “passive income” or (ii) on average at least 50 percent of the gross value of its 
assets 1s attributable to assets that produce “passive income” or are held for the production of passive income. 
Passive income for this purpose generally includes dividends, interest, royalties, rents and gains from commodities 
and securities transactions. 


Depending on the use of the proceeds from the Offering, Data Fellows believes that it could be considered a 
PFIC for the 1999 taxable year. Data Fellows believes, however, that if it is treated as a publicly traded corporation, 
it will not be considered a PFIC under regulations that have not yet been issued. The application of such regulations 
to the Shares, though, is unclear. Data Fellows’ status in future years will depend on its income, assets and activities 
in such years. 


In general, subject to the discussion of certain elections below, if Data Fellows were treated as a PFIC for any 
taxable year during which a U.S. Holder holds Shares, any gain recognized by such U.S. Holder on a sale or 
exchange of Shares would be allocated ratably over the U.S. Holder’s holding period for the Shares. The amount 
allocated to the taxable year of the sale or exchange would be taxed as ordinary income, the amount allocated to 
each prior taxable year would be subject to tax at the highest rate of tax in effect for the U.S. Holder in that year, and 
an interest charge would be imposed on the resulting tax attributable to any prior year. Furthermore, any distribution 
in respect of the Shares in excess of 125 percent of the average of the annual distributions in respect of Shares 
received by the U.S. Holder during the preceding three years or the U.S. Holder’s holding period, whichever is 
shorter, would be subject to taxation as described above. 


If Data Fellows is treated as PFIC, a U.S. Holder will not be eligible to elect to have Data Fellows treated with 
respect to such U.S. Holder as a “qualified electing fund” (which would cause such U.S. Holder to include annually 
in gross income its pro rata share of Data Fellows, annual ordinary earnings and net realized capital gains, whether 
or not such amounts are actually distributed to the U.S. Holder) because Data Fellows does not intend to provide the 
information to U.S. Holders that would be necessary to make such an election. Alternatively, if Data Fellows were 
treated as a PFIC and if the Shares are regularly traded on an exchange or market approved under the Code, a U.S. 
Holder may elect to make a “mark-to-market” election with respect to its Shares. If a U.S. Holder made a mark-to- 
market election, the excess of the fair market value of the Shares at the close of each taxable year of the U.S. Holder 
over the U.S. Holder’s adjusted basis in such Shares for such year would be included by the U.S. Holder as ordinary 
income for U.S. federal income tax purposes. U.S. Holders should consult their own tax advisors regarding the tax 
consequences that would arise if Data Fellows were treated as a PFIC. 


Backup Withholding Tax and Information Reporting Requirements 


United States backup withholding tax and information reporting requirements generally apply to certain 
payments to certain noncorporate holders of stock. Information reporting generally will apply to payments of 
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dividends on, and to proceeds from the sale or redemption of, Shares by a payor or middleman within the United 
States to a holder of Shares (other than an “exempt recipient,” including a corporation, a payee that is not a United 
States person that provides an appropriate certification and certain other persons). A payor or middleman within the 
United States will be required to withhold 31 percent of any payments of the proceeds from the sale or redemption 
of Shares within the United States to a holder (other than an “exempt recipient”) if such holder fails to furnish its 
correct taxpayer identification number or otherwise fails to comply with such backup withholding tax 
requirements. 


United States Treasury Regulations issued on October 6, 1997, and an Internal Revenue Service Notice issued 
on April 29, 1999, would modify certain of the rules discussed above generally with respect to payments on Shares 
made after December 31, 2000. In particular, a payor or middleman within the United States will be required to 
withhold 31 percent of any payments of dividends on, or proceeds from the sale of, Shares within the United States 
to a holder (other than an exempt recipient such as a corporation or a payee that is not a United States person and 
that provides an appropriate certification) if such holder fails to furnish its correct taxpayer identification number 
or otherwise fails to comply with, or establish an exemption from, such backup withholding tax requirements. In the 
case of such payments by a payor or middleman within the United States to a foreign partnership (other than 
payments to a foreign partnership that qualifies as a “withholding foreign partnership” within the meaning of such 
United States Treasury Regulations and payments to a foreign partnership that are effectively connected with the 
conduct of a trade or business in the United States), the partners of such partnership will be required to provide the 
certification discussed above in order to establish an exemption from backup withholding tax and information 
reporting requirements. Moreover, a payor or middleman may rely on a certification provided by a payee that is not 
a United States person only if such payor or middleman does not have actual knowledge or a reason to know that any 
information or certification stated in such certificate is unreliable. 


THE ABOVE SUMMARY IS NOT INTENDED TO CONSTITUTE A COMPLETE ANALYSIS OF ALL 
TAX CONSEQUENCES RELATING TO ACQUISITION, OWNERSHIP AND DISPOSITION OF THE 
SHARES. PROSPECTIVE PURCHASERS OF THE SHARES SHOULD CONSULT THEIR OWN TAX ADVI- 
SORS CONCERNING THE TAX CONSEQUENCES OF THEIR PARTICULAR SITUATIONS. 
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TRANSFER RESTRICTIONS 


The Shares have not been and will not be registered under the Securities Act and may not, unless so registered, 
be offered or sold within the United States to, or for the account or benefit of, U.S. Persons (as defined in 
Regulation S under the Securities Act), except pursuant to an exemption from, or in a transaction not subject to, the 
registration requirements of the Securities Act and applicable state securities laws. 


Each purchaser of the Shares outside the United States pursuant to Regulation S will be deemed to have 
represented and agreed that it has received a copy of the Offering Memorandum and such other information as it 
deems necessary to make an informed investment decision and that: 


(1) 


(2) 


(3) 


(4) 


The purchaser acknowledges that the Shares have not been and will not be registered under the Securities 
Act, or with any securities regulatory authority of any state of the United States, and are subject to 
significant restrictions on transfer; 


The purchaser is, and the person, if any, for whose account or benefit the purchaser is acquiring the 
Shares, was located outside the United States at the time the buy order for the Shares was originated and 
continues to be located outside the United States and has not purchased the Shares for the benefit of any 
person in the United Sates or entered into any arrangement for the transfer of the Shares to any person in 
the United States; 


The purchaser is aware of the restrictions on the offer and sale of the Shares pursuant to Regulation S 
described in this Offering Memorandum and will also be deemed to have agreed to give any subsequent 
purchaser of such Shares notice of any restrictions on the transfer thereof; and 


Any offer, sale, pledge or other transfer of the Shares made other than in compliance with the above- 
stated restrictions shall not be recognized by the Company. 


Each purchaser of the Shares within the United States pursuant to Rule 144A will be deemed to have 
represented and agreed that it has received a copy of the Offering Memorandum and such other information as it 
deems necessary to make an informed investment decision and that: 


(1) 


(2) 


(3) 


(4) 


(5) 


The purchaser acknowledges that the Shares have not been and will not be registered under the Securities 
Act, or with any securities regulatory authority of any state of the United States, and are subject to 
significant restrictions on transfer; 


The purchaser (1) is a qualified institutional buyer (as defined in Rule 144A under the Securities Act) 
(“QIB”), (ii) is aware that the sale to it is being made in reliance on Rule 144A and (iii) is acquiring such 
Shares for its own account or for the account of a QIB; 


The purchaser is aware that the Shares have not been and will not be registered under the Securities Act 
and are being offered in the United States in reliance on Rule 144A in a transaction not involving any 
public offering in the United States within the meaning of the Securities Act; 


If in the future the purchaser decides to offer, resell, pledge or otherwise transfer such Shares, such Shares 
may be offered, sold, pledged or otherwise transferred only (i) to a person whom the beneficial owner 
and/or any person acting on its behalf reasonably believes is a QIB in a transaction meeting the 
requirements of Rule 144A, (ii) in accordance with Regulation S under the Securities Act, (iii) in 
accordance with Rule 144 under the Securities Act (if available), or (iv) pursuant to an effective 
registration statement under the Securities Act, in each case in accordance with any applicable securities 
laws of any state of the United States or any other jurisdiction; and 


Any offer, sale, pledge or other transfer of the Shares made other than in compliance with the above- 
stated restrictions shall not be recognized by the Company. 
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UNDERWRITING 
General 


Subject to the terms and conditions of the Underwriting Agreement (the “Underwriting Agreement”) among 
the Company, the Selling Shareholders and Enskilda Securities and BancBoston Robertson Stephens Interna- 
tional Ltd., as representatives of the underwriters named below (the “Underwriters” ), the Company and the Selling 
Shareholders have agreed to sell to the Underwriters, and each of the Underwriters has severally agreed to purchase 
or procure purchasers for, at a purchase price equal to the price set forth on the cover page of this Offering 
Memorandum, less an underwriting commission of € 0.3388 per Share, the following respective number of Shares 
as set forth opposite their names below: 


Underwriters Number of Shares 
BancBoston Robertson Stephens International Ltd. ............... 2,586,613 
Enskilda Securities... 0.0... ee ee 2,586,612 
Evli Corporate Finance Ltd... 2... 2... ee ee 836,775 
Total. cc ee dk caw eens Jae gedd eae obs eetee ee doen ee os 6,010,000 


The Underwriting Agreement provides that the obligations of the Underwriters are subject to certain condi- 
tions precedent and that the Underwriters are committed to take and pay for all of the Shares, if any are taken. The 
Company and the Selling Shareholders have agreed in the Underwriting Agreement to indemnify the Underwriters 
against certain liabilities, including liabilities under the Securities Act. In addition, the Company has agreed to 
reimburse the Underwriters for certain of their expenses. 


The Company has granted Enskilda Securities on behalf of the Underwriters an option (the “Over-Allotment 
Option”) exercisable for up to 30 days after the date hereof, to purchase up to an aggregate of 900,000 Shares of the 
Company solely to cover over-allotments, if any, at the price set forth on the cover page of this Offering 
Memorandum, less an underwriting commission per Share equal to the underwriting commission per Share set 
forth above. The exercise of the Over-Allotment Option is subject to the written approval of BancBoston Robertson 
Stephens International Ltd. 


If Enskilda Securities exercises the Over-Allotment Option, with the approval of BancBoston Robertson 
Stephens International Ltd., the Underwriters have severally agreed, subject to certain conditions, that each of them 
will purchase approximately the same percentage of the Shares to be sold pursuant to the Over-Allotment Option as 
the number of Shares to be purchased by each of them, as shown in the foregoing table, bears to the total number of 
Shares offered in the Offering. 


The purchase price has been determined by negotiation among the Company, the Selling Shareholders, 
Enskilda Securities and BancBoston Robertson Stephens International Ltd. and may vary from the market price of 
the Shares subsequent to the Offering. 


Certain Underwriters (or their affiliates) have from time to time performed various investment and/or 
commercial banking services for the Company. In particular, Evli Corporate Finance Ltd. provided investment 
banking services in connection with the placement of the Company’s convertible capital notes in March 1999. 


Offers and sales of the Shares in the United States will be made only to QIBs, as defined in, and in reliance on, 
Rule 144A under the Securities Act, and will be made by the Underwriters solely through affiliated securities 
brokers or dealers registered with the SEC under Section 15 of the Exchange Act. 


Each of the Company and the Selling Shareholders has agreed not to, directly or indirectly, offer, pledge, sell, 
contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant any option, 
right or warrant to purchase or otherwise transfer or dispose of any Shares, or any securities convertible into or 
exchangeable for Shares for a period of 12 months after the date of this Offering Memorandum without the prior 
written consent of the Enskilda Securities and BancBoston Robertson Stephens International Ltd., on behalf of the 
Underwriters, other than the Shares sold in the Offering and the issue of share options and Shares pursuant to any 
existing employee incentive plan and the issue of Shares pursuant to the conversion of the Company’s convertible 
capital notes. In addition, the members of the executive management team of the Company, other than the Selling 
Shareholders, have agreed not to offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase 
any option or contract to sell, grant any option, right or warrant to purchase or otherwise transfer or dispose of any 
Shares, or any securities convertible into or exercisable or exchangeable for Shares representing more than ten 
percent of the Shares held by each such member of the executive management team on the date hereof for a period 
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of 12 months after the date of this Offering Memorandum without the written consent of Enskilda Securities and 
BancBoston Robertson Stephens International Ltd., on behalf of the Underwriters. 


In addition, 836,775 Shares are being offered by the Company and the Selling Shareholders to the Finnish 
public at the same price per Share as the price per Share in the Institutional Offering. Evli Corporate Finance Ltd. is 
acting as manager of the Retail Offering. 


In order to facilitate the offering of the Shares, the Underwriters may engage in transactions that stabilize, 
maintain or otherwise affect the price of the Shares. Specifically, the Underwriters may over-allot in connection 
with the Offering, creating a short position in the Shares for their own account. In addition, to cover over-allotments 
or to stabilize the price of the Shares, the Underwriters may bid for, and purchase, Shares in the open market. Any of 
these activities may stabilize or maintain the market price of the Shares above independent market levels. The 
Underwriters are not required to engage in these activities and may discontinue any of these activities at any time. 


Employee Offering 


The Company has authorized the issuance of 250,000 Shares that are being offered and sold in a concurrent 
offering to employees of the Company and its subsidiaries (with certain exceptions). The offer price per Share for 
the Shares being offered and sold in the Employee Offering is the same as in the Offering, less a discount of ten 
percent. The Shares offered in the employee offering are not being underwritten by the Underwriters. 


Selling Restrictions 
General 


Other than in connection with the Retail Offering, no action has been taken or will be taken in any jurisdiction 
by the Underwriters or the Company that would permit a public offering of the Shares, or possession or distribution 
of any offering documents or any amendment or supplement thereto or any other offering or publicity materials 
relating to the Shares, in any country or jurisdiction where action for that purpose is required. The Underwriters will 
comply with all applicable laws and regulations in each jurisdiction in which it acquires, offers, sells or delivers 
Shares or has in its possession or distributes any offering documents or any amendments or supplement thereto or 
any other offering or publicity materials. 


The US. affiliates of Skandinaviska Enskilda Banken include Enskilda Securities Inc. (“ESI”). ESI is 
required by the Federal Reserve Bank of New York to make the following disclosures to its clients. ESI is not a bank 
or a thrift institution or a branch or agency of its parent bank and operated independently of all other U.S. affiliates 
of Skandinaviska Enskilda Banken. The Shares are not those of a bank, thrift institution, branch or agency affiliated 
with ESI, are not the responsibility of any such affiliate and are not insured by the Federal Deposit Insurance 
Corporation. 


United States 


The Shares have not been and will not be registered under the Securities Act and may not be offered or sold 
within the United States or to, or for the account or benefit of, U.S. Persons (as defined in Regulation S under the 
Securities Act), except pursuant to an exemption from, or in a transaction not subject to, the registration require- 
ments of the Securities Act and applicable state securities laws. 


United Kingdom 


Each Underwriter has agreed that (i) it has not offered or sold and will not offer or sell any Shares to persons in 
the United Kingdom, except to persons whose ordinary activities involve them in acquiring, holding, managing or 
disposing of investments (as principal or agent) for the purposes of their businesses or otherwise in circumstances 
which do not constitute an offer to the public in the United Kingdom for purposes of the Public Offers of Securities 
Regulations 1995, (11) it has complied and will comply with all applicable provisions of the Financial Services Act 
1986 of Great Britain with respect to anything done by it in relation to the Shares in, from or otherwise involving the 
United Kingdom, and (iii) it has only issued or passed on and will only issue or pass on in the United Kingdom any 
document in connection with the issue of Shares to a person who is of a kind described in Article 11(3) of the 
Financial Services Act 1986 (Investment Advertisements) (Exemptions) Order 1996, as amended, of Great Britain 
or is a person to whom the document may otherwise lawfully be issued or passed on. 
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LEGAL MATTERS 


Certain legal matters in connection with the Offering with respect to English, Finnish and United States law 
will be passed upon for the Underwriters by White & Case LLP. 


INDEPENDENT ACCOUNTANTS 


The Historical Statutory Consolidated Financial Statements as of or for the year ended December 31, 1998 
included in this Offering Memorandum have been audited by Tilintarkastajien Oy — Ernst & Young, Authorized 
Independent Accountants. The Historical Statutory Consolidated Financial Statements as of or for the years ended 
December 31, 1996 and 1997 included in this Offering Memorandum have been audited by Tarmo Haapasaari, 
APA. The Restated Consolidated Financial Statements as of or for the year ended December 31, 1996, 1997 and 
1998 have been reviewed by Tilintarkastajien Oy —Ernst & Young, Authorized Independent Accountants. 
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GLOSSARY 


The following explanations are not intended as technical definitions, but to assist the general reader to 
understand certain terms as used in this Offering Memorandum. 


DSR ce skt eet Gv ne tice eae tesco Applications Service Provider. 


BB Ua. 25. betes se ds a Mae pte Bune, waded aes Abbreviation for “binary digit.” A bit is the smallest element of computer 
storage and is a single digit in a binary number (i.e., 0 or 1). 


GER 6 p34 e845 Sele ek eS Certificate Enrollment Protocol. A protocol developed for communicating 
with X.509 certificate authorities. CEP provides certificate enrollment, 
retrieval and other functions required to create and use X.509 certificates. 


Certificate Authority .......... An organization that issues digital certificates or digital [Ds and makes its 
public key widely available to its intended audience. 


Cen pwns pee ee hea RE ee wed A workstation or personal computer which is connected via a network to, 
and works in conjunction with, one or more shared computers (called 
servers), with data storage and processing distributed between them in one 
of a number of different ways. 


Cryptography ............4-5 The conversion of data into a secret code for transmission over a public 
network. 

Data Authentication........... The verification of the integrity of a transmitted message. 

Data Integrity... 6.0.00... The process of preventing accidental erasure or adulteration in a data base. 

DEES 6 oid eke rates Sy GA ae a Bon Data Encryption Standard. DES is a standard secret key cryptography 


method that uses a 56-bit key. Triple DES (“3DES”) is an enhancement to 
DES that provides considerably more security than standard DES. 


Digital Signature... .......... An electronic signature appended to a message to identify and authenticate 
the sender. 

EDL 2 tea. ae SARE a ee OAS Electronic Data Interchange. The electronic communication of business 
transactions, such as orders, confirmations and invoices, between 
organizations. 

Encryption .. 0.00.0. eee Technology used to convert data into secret code to ensure that data stored 


in a computer or transmitted over a network is not disclosed to 
unauthorized persons. 


EXUPANEL oe ee A Web site for existing customers rather than the general public. An 
extranet uses the public Internet as its transmission system, but requires a 
password to gain access. 


Facilities Management ......... The management of an organization’s computer installation by an outside 
company. 
PUPEWAL: 6 cava pk bb BS eee ees A method for keeping a network secure. Firewalls are widely used to give 


users access to the Internet in a secure fashion as well as to separate a 
company’s Web server from its internal network. 


FTP i get ace 2 Ea oR aS File Transfer Protocol. A protocol used to transfer files over a TCP/IP 
network (e.g., Internet, UNIX, etc.). 


GOLEWEY 5 a5 BAER ey RES ER A computer that performs protocol conversion between different types of 
networks or applications. 


Heuristic Scanner ............ A type of computer virus scanning technique which checks executable 
code for suspicious routines and suspicious operating system calls which 
are common to known viruses. 


64 


Macro Virus .. 0.0... 00000004. 


Malicious Code... .......0004. 


Private KV: 6h be bok es eRe 


Protocol... 0.000000 000 eee 


Public Key .. 0... 0. eee 


Push Technology ............. 


Internet Key Exchange. A method to distribute keys for encryption via the 
Internet. 


An in-house Web site that serves the employees of the enterprise. 


IP Security. A security protocol that provides authentication and 
encryption over the Internet. 


Internet Service Provider. An organization that provides access to the 
Internet. 


Independent Software Vendor. A person or company that develops 
software. It implies an organization that specializes in software only and is 
not part of a computer systems or hardware manufacturer. 


A standard programming language for Internet and intranet applications. 


A numeric code that is combined in some manner with the text to encrypt it 
for security purposes. 


Local Area Network. A communications network that serves users within a 
confined geographical area, usually a building or a complex. It is made up 
of servers, workstations, a network operating system and a communica- 
tions link. 


A virus that is written in a macro language and placed within a document. 
When the document is opened and the macro is executed, commands in the 
macro language do the destruction or prank. 


Any form of information stored in computer understandable format that 
will result in financial or other type of harm if it enters a computer system. 
Malicious code can be anything from viruses and worms to e-mail hoaxes. 


Original Equipment Manufacturer. A manufacturer that sells equipment to 
a reseller. It also refers to the reseller itself. OEM customers either add 
value to the product before reselling it, private label it, or bundle it with 
their own products. 


A software program which manages the basic operations of a computer 
system. Examples of operating systems are Windows, MS-DOS and 
UNIX. 


Personal Digital Assistant. A handheld computer that serves as an 
organizer for personal information. The difference between a PDA and a 
palmtop computer is that the PDA uses a pen, the palmtop uses a small 
keyboard. 


The private part of a two-part, public key cryptography system. The private 
key is kept secret and never transmitted over a network. 


Rules governing the transmission and reception of data. 


The published part of a two-part, public key cryptography system. The 
private key is known only to the owner. 


A data distribution technology in which selected data is automatically 
delivered into a user’s computer at prescribed intervals or based on some 
event that occurs. 


A device that forwards data from one local area network (LAN) or wide 
area network (WAN) to another. 


A highly-secure cryptography method developed by RSA Data Security, 
Inc. 


65 


SCPVEP sig beta He ESE es A computer in a network shared by multiple users. The term may refer to 
both the hardware and software or just the software that performs the 


service. 

SOHO p63 bd thot Bade deka Small Office, Home Office. Refers to the small business or business-at- 
home users. 

SSH Protocol ... 0.0.0... .0045 A protocol developed by SSH Communications Security which is fast 


becoming the industry standard for secure remote administration of 
networks using UNIX-based operating systems. 


SUTIE! gona Sipe he Bie 4 ae A set of applications designed to work together. 


RC PHS oe, 3 fhe Beare, wae eee Transmission Control Protocol/Internet Protocol. A communications 
protocol to inter-network dissimilar systems. 


Trojan Horse ...........0.4. A program that appears legitimate, but performs some illicit activity when 
it is run. A Trojan horse is similar to a virus, except that it does its damage 
all at once rather than replicate itself. 


VARS: 2 stot atte oe afte adeeb pated ak See Value Added Reseller. An organization that adds value to a system and 
resells it. 
VEN 33 cek Gee ee eee owe ea s Virtual Private Network. A private network that is configured within a 


public network. A VPN is most often used to connect two physically 
separate corporate computer networks through the Internet. 


WAN 55 datig 04h de pea ae OSE Wide Area Network. A communications network that covers a wide 
geographic area, such as a state or a country. 


WOW ork os ppm hes wedi Som HORNE ES A destructive program that replicates itself throughout disk or memory, 
using up the computer’s resources and eventually putting the system down. 
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INDEX TO RESTATED CONSOLIDATED FINANCIAL STATEMENTS 
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REPORT OF INDEPENDENT ACCOUNTANTS 


With reference to (1) the decision of the Finnish Ministry of Finance regarding offering memoranda, and 
(ii) this Offering Memorandum of Data Fellows Corporation, dated October 18, 1999, we give as our statement that 
we have audited the consolidated financial statements of Data Fellows Corporation for the financial year ended 
December 31, 1998 included in this Offering Memorandum, as well as the accounting records and corporate 
governance for the financial year on which we have issued an audit report. 


We have reviewed the restatement of the consolidated financial statements for Data Fellows Corporation for 
the fiscal years 1996, 1997 and 1998, represented in the pages F-3 — F-14 of this Offering Memorandum. In 
addition, we have reviewed the interim financial information for the six months ended June 30, 1999, represented in 
the pages F-15 — F-17 of this Offering Memorandum. The Board of Directors and the President of Data Fellows 
Corporation are responsible for the restated consolidated financial statements and the interim consolidated finan- 
cial statements and the principles used in their preparation. On the basis of our review we give our report on the 
restated consolidated financial statements and the interim consolidated financial statements. 


The review has been performed in accordance with generally accepted auditing standards in Finland. A review 
consists principally of inquiries of company personnel and analytical procedures applied to financial data. It is 
substantially less in procedures undertaken and in scope than an audit in accordance with generally accepted 
auditing standards in Finland, the objective of which is the expression of an opinion regarding the financial 
statements taken as a whole. Accordingly, we do not express such an opinion. 


The purpose of the restated consolidated financial statements and the principles applied thereto have been 
described in the Offering Memorandum. The restated consolidated financial statements are based on consolidated 
financial statements audited by other auditors with respect to the years ended December 31, 1996 and 1997 and by 
us with respect to the year ended December 31, 1998 and has been restated as described in the Offering 
Memorandum. The restated consolidated financial statements have been prepared only for the purpose of compara- 
bility as described in the Offering Memorandum. 


Based on our review of the restated consolidated financial statements and the interim consolidated financial 
statements, nothing came to our attention that caused us to believe that (i) the principles used in the preparation of 
the restated consolidated financial statements would not be adequate for the purposes of comparability, (ii) the 
restated consolidated financial statements and the interim consolidated financial statements would not have been 
prepared in accordance with the principles described in the Offering Memorandum, or (iii) the restated consolidated 
financial statements and the interim consolidated financial statements would not in all material respects give a true 
and fair view of the result of operations and financial position of the Data Fellows Group for the purpose described 
in the Offering Memorandum. 


Helsinki, October 18, 1999 
Tilintarkastajien Oy — Ernst & Young 


Authorized Public Accountants 


Tomi Englund 
Authorized Public Accountant 
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RESTATED CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE FINANCIAL YEARS 1996-1998 


INCOME STATEMENTS 


Year ended December 31, 























1996 1997 1998 
(in euro millions) 

REVENUES << ane eadtenntset dedaneiad tat Aa edate tabs ean dad degad 4.1 9.3 12.2 
Cost-Of FEVENUES «seein dh Cb ware Cee Sale A wares Cele seo ee eas (0.9) (1.8) = (2.2) 
Gross profit: o4e40440 00a eed Eee Rae Read PERS A eee hee ea 3.2 75 10.0 
Sales: and marketing... cca 64 ta ea caw nd dead ee eda Ge we ee eee DS (0.8) (2.3) (4.9) 
Research and Development..... 2.0.2.2... 0.0000 ee eee (0.7) (1.9) (3.9) 
General and Administrative <4. 6s anes oka Sa hao ORR e REE AS (0.3) (0.6) (1.2) 
Ot] ses eee ets trate eter a Ges ence eae nie an de atten reat tasked (1.8) (4.8) (10.0) 
Operating Income... 4. 204 eh dteedecin beet eed Peeke ee Peeks eh 1.4 2.7 0.0 
Financial income... 6... ee eee eee 0.2 0.5 0.6 
Income (loss) before extraordinary items...............0 0000 cee ee 1.6 3.2 0.6 
Extraordinary tems: t/a nga a epee de ba edd bee eed a eee ed 0.0 0.0 0.0 
Income (loss) before change in untaxed reserves and taxes .............. 1.6 3.2 0.6 
INCOME:tAKES? 25 oes Ka eae bE AERA Be Se Be whe eee ea eae Ge aX (0.4) = (0.9) (0.3) 
INST IMC OMG 4.15.5 cli cr ate ces ete te Stass acces weve be wey ate a Rs aces ae ets ney Ree es hs 1.2 2.3 0.3 








The accompanying notes are an integral part of the Restated Consolidated Financial Statements. 
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RESTATED CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE FINANCIAL YEARS 1996-1998 


BALANCE SHEETS 


ASSETS 

NON-CURRENT ASSETS 
Intangible assets. oes c des beta tbat ova cbeab Sea dened ewad bead ebae ey 
Tangible assets 2 4 gtue aed eg oleh dedd eee RADE & Geek Ha ee OAS bales 
Investments: 2:45.64 a0euoe bene bend Shab eee bene Eade bee bee be 


Total non-current assets... ee eee 
CURRENT ASSETS 


LIABILITIES AND SHAREHOLDERS’ EQUITY 

SHAREHOLDERS’ EQUITY 
Share capital *: uo eca snd hea AGA REA SES Be PER SEGRE OEREAE RE DEES KA 
Share 1SsueS: 24. ca40Sb sa dod Beg leo he tGe Solid Sead hee eid Bale d Se goke 
Retained, Garnings: a0 c4 oe eB aeae weet eeaga ee eda eh wid dee et dewaases 
Net income for the financial year... 2... eee 


Total shareholders” equity’:-.. eieseck sida sedis beaw ee) ah Seen Sta hh reads 
LIABILITIES 

Non=current lhabilities : ..o¢% 3 8 caw ous 4 eee Pa ROS OE PERE EES ee 

Current: habilaties 6c s ee bh G4 Re ROS OAD DEN HRA ORE R SESE ESD HESS 


Total liabilities: «:, «1 ose 0336 eae BR ate eee Boe are Misses Boe Oa ae Dae be ee Ox 


As at December 31, 





1996 


1997 


1998 





(in euro millions) 


























0.0 0.2 0.3 
0.3 04 Li 
0.0 0.1 0.3 
0.3 0.7 1.7 
1.8 4.2 5.9 
3.0 5.1 3.8 
4.8 9.3 9.7 
5.1 10.0 11.4 
0.0 0.0 0.2 
0.0 03 0.0 
0.4 0.9 2.7 
1.2 2.3 0.3 
1.6 3: 342 
0.0 0.0 0.2 
35 65 8.0 
3.5 65 8.2 
5.1 10.0 114 








The accompanying notes are an integral part of the Restated Consolidated Financial Statements. 
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RESTATED CONSOLIDATED FINANCIAL STATEMENTS 


FOR THE FINANCIAL YEARS 1996-1998 
CASH FLOW STATEMENTS 


Operations 
Funds generated from operations 


Operating income ......... 2.2... 00. ee eee 
Depreciation and write-down of non-current assets........ 
Financial income and expenses ................00005 
Income takess 44:25 24 one Soe beds baw eee Pee eke ood 


Change in net working capital 


Inventories, increase (-), decrease (+) .............-005 
Short-term receivables increase (-), decrease (+).......... 
Non-interest bearing current increase (+), decrease (-)...... 


WOtal s.264-26645 2bH4 Meth hae bebe these hes Bhs | 


Cash flow from operations ...................2.000- 


Investments 


Investments in non-current assets................00.. 
Cash flow before financing......................04. 


Financing 


Non-current liabilities, increase (+), decrease (-) ......... 
Dividends':...2 22.6 49480409 ¢ 4446 644424420403 5508S 


AdjustMents: 2:5. eo5daN bE oda Bee OR ES Shee need ees 


Change in cash and bank accounts, increase (+), decrease (-) 


The accompanying notes are an integral part of the Restated Consolidated Financial Statements. 
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Year ended 
December 31, 





1996 


1997 


1998 





(in euro millions) 




















14. 2.7 ~~) 0.0 
0.1 02 03 
02 05 06 

(0.4) (0.9) (0.3) 
13 26 = 0.6 
08 00 0.0 

(0.8) (2.4) (1.7) 
i: 4 1.5 
19 0.7 ~~ (0.2) 
a9. 33. ~ oa 

(0.2) (0.7) (1.3) 
30 26 (0.9) 
0.0 00 02 

(0.1) (0.3) (0.6) 

(0.1) (0.3) (0.4) 
0.0 (1) 0.0 
28 21 3) 








NOTES TO THE RESTATED CONSOLIDATED FINANCIAL STATEMENTS 


Accounting Principles of the Restated Consolidated Financial Statements 


In preparing the Restated Consolidated Financial Statements, the Company restated the historical statutory 
financial statements to facilitate the comparability of the Company’s financial statements with those of companies 
operating in similar lines of business. The Company’s Restated Consolidated Financial Statements and Interim 
Consolidated Financial Statements have been prepared in accordance with Finnish GAAP, which differ in certain 
respects from U.S. GAAP. For a discussion of the principal differences between Finnish GAAP and U.S. GAAP as 
they relate to Data Fellows, see “Annex A: Summary of Certain Differences Between Finnish GAAP and US. 
GAAP.” 


Principles of consolidation 


Subsidiaries in which Data Fellows Corporation’s holding exceeds 50 percent are consolidated in the financial 
statements. The mutual ownership of shares has been eliminated using the acquisition cost method. All intercom- 
pany transactions and balances have been eliminated on consolidation. Associated companies have been consoli- 
dated by using the equity method and the goodwill included in the Company’s holding in the associated companies 
Vineyard International Ltd. and NameSurfer Ltd. is amortized over five years on a straight line basis. The 
investment in PDI has been made to protect the Company’s receivable and other interests and considered as a 
temporary holding. The Company has an agreement regarding the divestment of such holding. Due to the 
temporary nature of the holding in PDI it has not been consolidated in the Company’s financial statements. 


Foreign currency 


For the purposes of inclusion in the Restated Consolidated Financial Statements, the balance sheet of each 
foreign entity is translated into Finnish markkas at the exchange rates prevailing at the balance sheet date. The 
income statement of each foreign entity is translated at the average exchange rates for the financial year. The 
resulting net translation adjustments are recorded as a translation difference in the shareholders’ equity. 


With respect to each consolidated company, foreign currency transactions are translated into local currency 
using the exchange rate prevailing at the date of the transaction. At the balance sheet date, assets and liabilities 
denominated in foreign currencies are translated at the rates of exchange prevailing at that date. 


The Restated Consolidated Financial Statements for all periods presented and the Interim Consolidated 
Financial Statements for the six months ended June 30, 1998 were prepared in Finnish markkas and have been 
restated in euros using the irrevocable conversion rate, which is € 1.00 = FIM 5.94573. 


Revenue recognition 


Revenue from product sales is primarily derived from software license agreements, consisting of initial license 
agreements and periodic maintenance agreements covering product updates and customer support. Revenue earned 
through sales by independent resellers is recorded net of commissions. 


Through December 31, 1997, the Company recognized all revenue from software sales agreements upon 
execution of the software agreement and delivery of the software. To comply with international accounting 
standards, the Company changed its revenue recognition policy, effective January 1, 1998. This policy recognizes 
the license fee revenues as the product is delivered and the maintenance revenues are recognized ratably over the 
period covered by the maintenance contract. 


The effect of the change in the Company’s accounting policy has been recorded as an extraordinary item in the 
1998 statutory financial statements. Royalty expenses directly related to the software revenues have been restated 
accordingly together with the respective revenues and recorded as an extraordinary item against the revenues 
component recorded as an extraordinary item. The tax effect from the net change of the revenues and the respective 
royalty expenses has been calculated and represented as a deferred tax receivable. 


In the statutory financial statements of the Company, the aforementioned accounting change has been 
recorded entirely in the 1998 books. For the financial statements for the full fiscal years 1996-98 and the six months 
interim financial statements as of June 30, 1998, represented in this Offering Memorandum, revenues, the 
respective royalty expenses and the related tax effect have been restated retroactively in a consistent manner, 


NOTES TO THE RESTATED CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


starting from January 1, 1995. The effect on revenues prior to January 1, 1995, that has not been restated is 
considered immaterial. The retroactive representation of the Restated Consolidated Financial Statements is consis- 
tent with the representation of the effect of an accounting change under U.S. GAAP. 


The Company estimates and recognizes provisions for doubtful accounts periodically and records them as 
other operating expenses in accordance with Finnish GAAP. 


Other operating income and expense 


Other operating income includes profits from the sales of fixed assets and support received for research and 
development projects. Other operating income also includes the positive net effect of the consolidation of the 
associated companies. The net effect is the Company’s share of the associated companies profits or losses and/or 
amortization of the related goodwill, on aggregate. The negative net effect of the Company’s share in the associated 
Companies, on an aggregate basis, is recorded as other operating expense. 


Representation of expenses 


In the statutory financial statements the Company does not disclose gross profit and represents operating 
expenses divided into the following classes of expenses: “materials and service expense,” “personnel expenses,” 
“depreciation” and “other operating expenses.” 


To provide a better comparison with the Company’s peers, the above mentioned expenses have been reclassi- 
fied as “cost of revenues” and functionally represented operating expenses as “sales and marketing expenses,” 
“research and development expenses” and “general and administrative expenses.” The reclassification of the 
functionally represented expenses has been made as follows: various types of expenses in different geographical 
locations have been allocated on the above mentioned functions on the basis of average headcount in each location 
in each of the fiscal years. 


Research and development costs 


All costs relating to research and development of the Company’s software products are expensed as incurred. 
The Company has received support for certain development projects and such support has been recorded as other 
operating income. 


Tangible and intangible assets 


Tangible and intangible assets are recorded at historical cost less accumulated depreciation. Depreciation is 
recorded on a straight line basis over the estimated useful life of an asset. Planned depreciation has been taken into 
use on January 1, 1998. The estimated useful lives of tangible and intangible assets are as follows: 


Machinery and equipment ....................5. 3-8 years 
Other tangible assets... 2.2... ee eee 5 years 
Intangible assets and other long-term expenditure ...... 5 years 


Marketable securities 


Marketable securities consist of debt and equity securities in well-known Finnish listed companies and banks. 
Equity securities are carried at lower of cost or market, and debt instruments, which are mainly highly liquid paper 
with short maturity, are carried at cost. 


The Company has recognized the sales proceeds from the trading of securities as revenue in its statutory 
financial statements through December 31, 1998. Effective from January 1, 1999, the Company’s securities trading 
activity has been classified as liquidity management and the net result of such activity has been recorded as 
financial income or expense. 


For the financial statements for the full fiscal years 1996-98 and the 6 months interim financial statements as 
of June 30, 1998, represented in this Offering Memorandum, the net result of the Company’s securities trading 
activities has been represented as financial income. 


NOTES TO THE RESTATED CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Under U.S. GAAP, securities designated as trading instruments are carried at fair value with unrealized profits 
recorded as income in the profit and loss statement, and securities designated as available for sale instruments are 
carried at fair value with unrealized gains recorded as a component of shareholders’ equity, net of applicable taxes. 
Under Finnish GAAP unrealized gains are not recorded. 


Cash and cash equivalents 


Cash and cash equivalents include cash on hand and cash on deposits with banks. 


Income taxes 


Direct taxes are calculated on the results of all group companies in accordance with the local tax and 
accounting rules in each country. Deferred taxes resulting from timing differences between tax and book results are 
recorded on the consolidated level on an accrual basis. 


Pensions 


All of Data Fellows Group’s pension arrangements are of a defined benefit nature, with the majority being 
local statutory arrangements. Pension costs are expensed as incurred. Local statutory pension schemes’ liability is 
fully covered by the statutory annual charges. 

Year ended December 31, 
1996 1997 1998 





(in euro millions) 
1. Revenues and other operating income 
Revenues by geographic market 


INGfdIC-COUNIMES:. . n.2 dies See ee Pos eee ee tw ee eS 0.6 2.8 3.7 
Other European countries .. 2.0... 00. ee 2.1 3.4 3.1 
North America. i 24 243. eee ebb ESE Phd See RE eR eS 0.2 1.2 3.8 
Rest of the world... 2... 0.0.0.0 ccc ee eee 12 19 1.6 
Total Tevenues: 44 4.6444464 25083 54440 2 a0 Ge 0GehoG4R0024 a1 9.3 12.2 
Revenues by products 
PSTIIS VITUS! freaks tach h asheNeoas igi alae he aid. Guid atateaete eg ratecatann AaGie attics 3.5 7.3 7.9 
IENcry pun’ 46242 ¢ exh eet ee ee gee a eee he Se 8 0.2 1.6 4.3 
OMers. 26 c.d%4 od Ree Rah epee eRe eee hea aw das 0.4 0.4 0.0 
Total revenues: 222.6 ai 5 Sete eee eee eR Dee OED EES es 41 9.3 12.2 
Other operating income 
Product development support ..........0. 0.0000 0.2 0.2 0.1 
OUGE 55 25 te eee a Sone Spd Ae De ee eS 0.0 0.0 0.1 
PVOtalli, re cectee ase ch eraseeen avoete arecinasaas are Srceenn bree ateeeaarare ave aeeet 0.2 0.2 0.2 
2. Personnel expenses 
Personnel expenses 
Wages and salaries... 1... ee eee 0.9 2.4 4.1 
Pension’ expenses « 2. cick bn tak gids bea RA SORES AGE Be Pe dGoR ed 0.2 0.4 0.6 
Other social expenses: » 22 o.cvbdie wt wae heen eal tees ead 0.1 0.2 0.6 
Total. s.4.¢444.4-4-44 -65 84 6oh8 2404 Od HORE hE RSE E a OES 12 3.0 5.3 
Wages and salaries 
Managing: Directors: «:iciii ig ads waldaod Gerd A Ge Heth eR Roe EOS 0.0 0.1 0.1 
Members of the Boards of Directors ............... 000000055 0.0 0.1 0.1 
Other personnel 2.5) a5 eee Hh eee ES EEE CR ee eRe Eee EES 0.8 2.2 3.8 
Ota <aese te taghe needs erdtvon Seuss dranemer ie Gig aigaenn thre ek dtanghane ete tens 0.9 2.4 al 
Average number of personnel .....................0 00-0008. 38 53 108 


Loans granted to Managing Directors of Group companies and to members of the Board of Directors 
amounted to approximately € 10,000 as of December 31, 1998. The interest rate on these loans was the Bank of 
Finland’s base rate plus one percent. The average maturity of these loans is six months. 
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NOTES TO THE RESTATED CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Year ended December 31, 






























































1996 1997 1998 
(in euro millions) 
. Depreciation 
Depreciation from non-current assets 
Tanpiblé: assets’ 5.40 ce ousted ete bbe w dnd Res Oe Reeds a EOE we 0.1 0.2 0.3 
Intam S1DISVASSEts: 25% sie aS cae ss Sie ttc eid. Sie aware ct ey a tan tee d aide utd 0.0 0.0 0.1 
TOtal so see ho S Hew eS EWE ES He OR OES a a ewe PS Dew a ee 0.1 0.2 0.4 
. Other operating expenses 
Credit: lOSS€8 vic ct Dowd eee eee db eee oc det ab oes HELE SAE Eh eS 0.0 0.0 0.2 
ROHS: naa ee ea SED REE SSeS ees AOR PS RR EES wae Sa 0.1 0.2 0.5 
Other operating expenses... 2.1... ee eee 0.4 0.9 2.9 
LOtal:.4 ice we bee GE OGR ROE PEER OG EOS ERD EEN SERGE OM 0.5 1.1 3.6 
. Financial income and expenses 
Dividend income ......... 0... 0.0... eee ee 0.0 0.0 0.1 
Other interest and financial income .......................0-0000-4 0.2 0.5 0.6 
Total financial income and expenses .................0 00000 0.2 0.5 0.6 
. Income taxes 
Change in deferred tax asset... 0... . ee ee ene 0.4 0.4 0.4 
Taxes based on taxable income ... 1... 0... ee ees (0.8) (1.3) (0.7) 
TOtall g:4o..6a 4d Sas ahh Bele Skat Bets eat Be a ee eee ee ee eee ee ke (0.4) (0.9) (0.3) 
. Tangible assets 
Intangible rights 
Other capitalized expenditure 
Acquisition cost, January 1... ee eee 0.0 0.0 0.3 
INCLeASGs bo o4 chow eT ERED EG a SO OUTS DES OE ORES EO 0.0 0.3 0.1 
Acquisition cost, December 31.320 2¢ eda we de kaa ORS Ow ea Bae ee Ls 0.0 0.3 0.4 
Accumulated depreciation, January 1... . ee ee 0.0 0.0 (0.1) 
Depreciation for the financial year... 2... ee 0.0 (0.1) (0.1) 
Accumulated depreciation, December 31 .......... 0.0.0.0. 0 eee eee 0.0 (0.1) (0.2) 
Book value, December 31... 2... 0.0... 0 eee 0.0 0.2 0.2 
Intangible assets 
Total book value, December 31........0.0 0.00.00. eee eee 0.0 0.2 0.2 
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NOTES TO THE RESTATED CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Year ended December 31, 
1996 1997 1998 
(in euro millions) 








8. Tangible assets 
Machinery and equipment 








Acquisition cost, January 1.1... eee 0.1 0.3 0.7 
NPIGRCAS EC a..c, bes: tees Sar Gp de ates Gy Sides ey tse Sits Bibsa eh Boalt a eAes bv ei es ten ve 0.2 0.4 1.0 
DOCLEaSO si se kes ee NTE TS OSES OO EES DESEO E eee wR 0.0 0.0 0.0 
Acquisition cost, December 31... 0.0... 2. ee ee 0.3 0.7 1.7 
Accumulated depreciation, January 1... 2.0... 0. eee 0.0 (0.1) (0.3) 
Depreciation of the financial year... 1... 2 ee (0.1) (0.2) (0.3) 
Accumulated depreciation, December 31 ............ 0.00000 cee eee (0.1) (0.3) (0.6) 





Machinery and equipment 
Book value, December 31 ..... 0... 0. ce ee ee ee ee eee ee ee ee eee 0.2 0.4 1.1 








Tangible assets 
Total. book: value,.'Décember 31... 2. as, ef ees Ke es nd BEES EA eS Eke 0.2 0.4 1.1 





9. Shares in other companies 


Receivables 
Shares in for 
associated Other associated 
companies shares companies Other Total 





Acquisition cost, January 1... 2.2... ee eee 0.3 0.0 0.0 0.0 0.3 
INCreaSG's cos be 4 BER Se eae AR Ee eS SS ER ERS 0.0 0.0 0.0 0.0 0.0 
Effect from the capital portion combining............... 0.0 0.0 0.0 0.0 0.0 
Acquisition cost, December 31 .................00005 0.3 0.0 0.0 0.0 0.3 
Book value, December 31 ............. 0.00.00 000005 0.3 0.0 0.0 0.0 0.3 
Subsidiaries 


Consolidated share Number of Nominal Book Own Profit/ 





of holding % shares value value capital loss 
DF-Data Ltd., Helsinki Finland ............ 100 15 1,000 FIM 0.0 0.0 0.0 
SBS-Systems Ltd., Helsinki Finland ......... 100 20 1,000 FIM 0.0 0.0 0.0 
Data Fellows Inc., San Jose, USA .......... 100 5,000 1USD 0.0 (0.1) (0.2) 
Data Fellows SARL, Courbevoie, France* ..... 100 49 1,000 FRF 0.0 0.0 0.0 
Data Fellows GmbH, Munich, Germany* ..... 100 500 50 EUR 0.1 0.0 0.0 
Nihon Data Fellows KK, Tokyo, Japan* ...... 100 200 50,000 JPY 0.0 0.0 0.0 
Data Fellows (U.K.) Ltd., Cambridge, England* . 100 5,000 1GBP 00 0.0 0.0 
Data Fellows (Greater China) Ltd., Hong Kong, 
China® a sae a eh SA ERE OE EA RAR ES 100 1,000 1HKD 0.0 0.0 0.0 
Ota.4 oe bbe ead ee eee ae Abeatoad & aes — — — 0.1 O02 O11 





* Established after December 31, 1998. 
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NOTES TO THE RESTATED CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Associated companies Shares owned by the parent company 





Parent 
Group company 
share of share of Number of Nominal Book 

holding % holding % shares value value Equity 
PDI-Consult AS, Norway ...............0-05 43 43 150 1,000 NOK 0.2 (0.1) 
NameSurfer Ltd., Helsinki Finland............. 25 25 66 100 FIM 0.1 (0.0) 
Vineyard International Ltd., Helsinki Finland...... 35 35 35,000 1 FIM 0.0 (0.0) 
TOtal! «s2ci.ts cee a. 5.x aha lsd Se kw ep ed bs RO et, Be 0.3 (0.2) 


Shares owned by the parent company 





























Parent company Number of Nominal 
share of holding % shares value Book value 
Futuremark Ltd.* 2.2... 0.0... eee <1 22 <l 0.0 
Ltd. Pickala Golf AB Share nr 9, A-series.......... — 1 0.0 
*Acquired after December 31, 1998. 
As at December 31, 
1996 1997 1998 
(in euro millions) 
10. Financial assets 
Short-term receivables 
Accounts receivable. oo 66 hoch as pee bee EE VER OE REE OGRE RE ERED 0.8 1.9 3.0 
Receivables from associated companies 
Prepaid expenses and accrued income........... 00.0 e ee ee eee 0.0 0.0 0.3 
Receivables from other companies 
Loan receivables 9 a3 shes Bee WEE R ORES RR EP ARSE EERE LEG bE RES 0.2 0.2 0.1 
Prepaid expenses and accrued income......... 0.000. eee eee 0.8 2.0 2.4 
Other come’. ¢ ss vha edhe Seek Sade eS bea s OES Pade eee DEES A 0.0 0.1 0.2 
MOtAM © 2255 & Sign dash ate nian an ee arate eae fae i eae 1.0 2.3 2.1 
Total@eceivaBles: sos seh veces cet soe een gr eetaien aise eaniey erased, Soe eae a ae oe ewer ame 1.8 4.2 6.0 
11. Shareholders’ equity (in euro thousands) 
Share capital, January 1.1... eee 6 6 169 
Capitalization ssa) 25% ay ecxeeoa' Seeds Riek Spin en eo Sl ein ek ees Be 0 163 0 
Share capital, December 31... 0.0.2... 0.0.0. 0c eee ee eee 6 169 169 
Share premium fund .......... 0.0.0.0 cee eee 1 1 1 
Retained earnings, January 1... 2... . ee ee 463 1,534 3,283 
DIVAG ENS! 2. ca's 8 Ger aceon es Rae Gfacsa nee God area th atid, b dlacsar hark areca ea Gs (118) (286) (552) 
Conversion difference... . 1... ee eee (5) (138) (10) 
Capitalization issue . 1... eee (0) (163) 0 
Retained earnings, December 31 ......... 20.0000. cee eee 341 946 2,721 
Net mcome for the period... c.4 see fete e be eee FEE SE ee RE 1,193 2,337 311 
Total shareholders’ equity, December 31 ............. 00.2.0 00 00 eee 1,541 3,453 3,203 
Distributable shareholders’ equity ......... 0.0.0.0 eee ee eee 1,534 3,283 3,033 


NOTES TO THE RESTATED CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


At December 31, 1998, the Company had 670,000 shares issued and outstanding. In 1999, the number of 
shares was multiplied by twenty, after which the capital stock consisted of 13,400,000 shares. Between January 1, 
1999 and September 30, 1999 the Company issued 74,000 new shares, increasing the capital stock by € 1,480 which 
represents 0.5 percent of the capital stock as of December 31, 1998. On October 8, 1999, the Company increased its 
share capital to € 404,220 through the making of a share dividend in which existing shareholders received one new 
share for every two shares held immediately prior to the time of the share dividend. The most recent capital increase 
occurred on October 14, 1999 as 43,875 options were exercised to subscribe for 43,875 new shares. As of the date 
of this Offering Memorandum, the Company’s paid-in share capital amounted to € 405,097.50 consisting of 
20,254,875 shares. 


In 1999, the Company issued five-year convertible capital notes in the aggregate principal amount of 
€ 5.0 million. Each note was issued in the principal amount of € 100,000 and the notes bear annual interest at the 
rate of two percent. Each € 100,000 note entitles the holder thereof to convert the note into a maximum of 13,500 
shares and to a minimum of 6,750 shares of the Company. In the event the entire principal amount of the convertible 
capital notes is converted into Shares, the Company’s share capital will be increased by € 13,500, representing 
675,000 Shares. 


12. Options 


On April 22, 1998, the shareholder’s meeting decided to issue a total of 2,400,000 options, consisting of 
840,000 series A options, 840,000 series B options and 720,000 series C options. Each option entitles the holder to 
subscribe for one share during the following periods: 


Series A options: April 1, 2000 — March 31, 2003; 
Series B options: April 1, 2001 — March 31, 2004; and 
Series C options: April 1, 2002 — March 31, 2005. 


The options issued provide for the subscription of 2.4 million shares in total, which represents 10.7 percent of 
the company capital stock and the voting power on December 31, 1998. 


The subscription in full would increase the capital stock by € 48,000. 
The exercise price of the options is € 0.56859. 


On August 10, 1999 the shareholder’s meeting decided to issue 1,068,000 options expiring September 30, 
2005. Each option entitles the holder to subscribe for one share at € 2.61333 per share. 


The subscription in full will increase the capital stock with € 21,360. 


In addition, on August 10, 1999 the shareholder’s meeting authorized the Board of Directors until July 31, 
2000 to issue a maximum of 1,800,000 options, the subscription price of which will be determined later. Each 
option entitles the holder to subscribe for one share between January 1, 2001 and September 30, 2005. The 
subscription in full would increase the capital stock by € 36,000. The two latter option programs established on 
August 10, 1999 will be allocated into classes A, B, C and D depending on the period they are granted. The 
subscription period expires on September 30, 2005 for each class. 


The maximum dilution effect of the issuance of the capital stock, options and convertible capital notes 
described in footnotes 11 and 12 is 5,899,125 shares on aggregate or 22.6 percent of the company’s capital stock 
after dilution. 2.7 million options have been issued as of October 14, 1999 and the remaining 2.5 million options are 
held by the Company. 
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13. Liabilities 


Non-current liabilities ............. 


Current liabilities 


Liabilities to other 


Accounts payables ................ 
Accrued expenses. .............04. 


Total liabilities to other............. 


Total current liabilities ............. 


Total liabilities .................. 





As at December 31, 
1996 1997 1998 
(in euro millions) 








Bete eee eee teh pe oe 0.0 0.0 0.2” 


‘) Excluding the € 5.0 million convertible capital notes. 


14. Contingent liabilities 
Leasing liabilities 
Leasing commitments 


Next financial period ............. 
TEAUCE «55-5 od ay Gods de boas aise erates 


Rental liabilities 


Premises’ rentals in next period ...... 
Over next period ................ 


Total: 273.43 akties fe hE EH es 


Other contingent liabilities 


Bank guarantee, premises’ rental guarantee 


15. Comprehensive Income 


ee eee eee 0.5 07 03 
fe pega cae eh cope yea 3.0 58 7.7 
eodeha ete seebsaensastat sheets 3.5 65 8.0 
ee eee rece ete 3.5 65 8.0 
se iaeae Poke ad penenss ate ne 3.5 65 8.2 
eetued cenpete times eae 0.0 0.0 0.0 
er aren ys ee tener ee 0.0 00 O01 
ere etree errr Terese 0.0 0.0 0.1 
er ee err errr 0.1 03 03 
Die ae eve ataaeriguere teva: 0.0 07 03 
ee ee ee eee 01 10 0.6 

pus i Sp ote been oeeteasyeeee- 0.0 O01 0.1 


Under U.S. GAAP, following the adoption of SFAS No. 130, an entity should report “Comprehensive 
Income.” Comprehensive Income is net income and other changes in assets and liabilities not reported in net 
income, but rather reported as a separate component of shareholders’ equity. Currently, SFAS 130 “Comprehensive 
Income” includes the following: (1) foreign currency items such as translation adjustments, (ii) gains and losses 
from transactions designated as hedges and gains and losses from certain intercompany transactions, 
(iii) unrealized gains and losses on investments and (iv) minimum pension liability adjustments. 


With respect to the Company, foreign currency translation adjustments have been recorded in the sharehold- 
ers’ equity and unrealized gains on trading investments have not been recorded in the net income or shareholders’ 


equity in accordance with Finnish GAAP. 


Net Income ..... 0... cee eee eee 
Foreign translation adjustment ........ 
Unrealized trading gains ............ 
Comprehensive Income............. 


Year ended 
December 31, 


1996 1997 1998 
(in euro millions) 








fat Ble Oe eR E HS oa Ee Oe RE 12 23 0.3 
sree tat ahh Si aesty dauadl GRR ae ee Ss Bete te ana 0.0 (0.1) (0.0) 
SORA eRE TOSS OREM EES EER Ra 0.0 00 04 
bk ae aR wee Ee SEAR ae 12 2.2 0.7 
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16. Current Disagreement with Technology Partner 


The Company licenses encryption technology from SSH Communications that is utilized in the Company’s 
F-Secure SSH application. On September 22, 1999, Data Fellows received a letter from SSH Communications 
claiming that the Company was in breach of the license agreement covering encryption technology licensed from 
SSH Communications. In particular, SSH Communications claimed that Data Fellows had not been calculating 
royalty payments owed to SSH Communications in the manner set forth in the license agreement and requested that 
the Company remedy the alleged breaches within 60 days of the date of such letter retroactively from March 27, 
1996, the date of the original license agreement. Data Fellows does not agree with SSH Communications’ 
interpretation of calculating royalty payments under the license agreement. The Company recorded approximately 
four percent, 16 percent and 33 percent of its invoicings for the years ended December 31, 1996, 1997 and 1998, 
respectively, and 24 pecent of its invoicings for the six months ended June 30, 1999 from sales of its F-Secure SSH 
application. The Company recorded total royalty payments to SSH Communications under the license agreement 
amounting to approximately €0.0 million in 1996, approximately €0.2 million in 1997, approximately 
€ 0.5 million in 1998 and approximately € 0.4 million for the six months ended June 30, 1999. 


In addition, on October 13, 1999, SSH Communications presented to the Company a notice of termination of 
the license agreement with immediate effect, without specifying the alleged grounds for such termination. Under 
the terms of the license agreement either party may terminate the agreement if the other party is in breach of the 
license agreement and the breach is not remedied within 60 days of notification thereof. As a result, the status of the 
contractual relationship between the Company and SSH Communications is unclear. However, the Company 
believes that (i) it has at all times been in compliance with the terms of the license agreement with the exception of 
minor delays in payment of, or reporting with respect to, margin-based royalties, which delays have been remedied 
without any notice of breach by SSH Communications, (ii) the attempt by SSH Communications to terminate the 
license agreement is groundless and invalid, and (iii) the license agreement continues to be valid and in full force 
and effect. 


The license agreement mandates arbitration in the event of a dispute between SSH Communications and the 
Company relating to the license agreement. SSH Communications has not used its right to forward any alleged 
breach by Data Fellows or any other potential disputes under the license agreement to arbitration in accordance with 
the terms of the license agreement, but has rather resorted to a termination of the license agreement in a manner 
which Data Fellows believes to be in breach of the license agreement. Consequently, it is the intention of Data 
Fellows to bring arbitration proceedings against SSH Communications, unless timely settlement is reached in the 
matter. 


While Data Fellows believes that it is in a strong position should the dispute be sent to arbitration, a judgment 
by the appointed arbitrator accepting SSH Communications’ claim for termination and discontinuing Data Fellows’ 
right to use the licensed technology, coupled with an inability by the Company to obtain similar technology on 
commercially reasonable terms and in a timely manner, could have a material adverse effect on the Company’s 
business, operating results and financial condition. 


INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE SIX MONTHS ENDED JUNE 30, 1999 


INCOME STATEMENTS 


Six months 


ended June 30 Year ended 


Change December 31, 
1998 











1998 1999 % 

(in euro millions, except percentages) 
REVENUCS 43.4 danas AEA ee he ae ne ee HERS eS be hee ek 5.8 9.5 64 12.2 
Cost of revenes 3. cis eb ed HEB OER a ee Gok PAHO ES EA (1.0) (1.5) 50 (2.2) 
GTOSS:protit’ sc. 24 rhs daadve ds dawn eeesaeaavetatawieees 4.8 8.0 67 10.0 
Sales and marketing ....... 20.0.0... cece eee (1.9) (4.6) 142 (4.9) 
Research and development ........... 20.00.00 eee eee eee (1.8) (3.3) 83 (3.9) 
General and administrative... 2.2... . ee eee (0.4) (1.0) 150 (1.2) 
Operating mcome ..<: i e445 5464 seen eee beak we Dae ES 0.7 (0.9) 0.0 
Financial income. ¢5 2.660 ese vw ke eRe HS ER wR ESR 0.6 0.5 (17) 0.6 
Protit: before TAXES sw Sc sehd soe ws Gh xoh Soe AO Ah os PSR, Gard ahd BOS ws 1.3 (0.4) 0.6 
INGOMme: taKeS- feeder edcte de ae ee pe gd ba ee ee ee (0.3) 0.2 (0.3) 
NGtINCOME & doi. die sate Vane A ard He Rak er Ew Ra Rae 1.0 (0.2) 0.3 


INTERIM CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE SIX MONTHS ENDED JUNE 30, 1999 


BALANCE SHEETS 


Six months ended 














Y ded 
June 30 Change Decenied 31; 
1998 1999 % 1998 

(in euro millions, except percentages) 

Assets 

FIXGG“ASSCUS 63 og ae kok, ata og Geeeead oe ee ae ee ee ci Sera Ge Bes 1.1 25 127 1.7 

CUETO ASS CTS eos) Sa ccesen gases Tae Rogeast ey Ad sd te) Wee GAR ee Ts Rae es aed es 10.2 16.1 59 ae 

WO 5.4.2 sa-4.2 40%, 4 eas fe ed Sb eG eae oe De a 11.3 18.6 66 11.4 

Liabilities and shareholders’ equity 

Share: capital saa. 3 a cae kee ss Oe Oe ee A eee ee eee 4.0 2.8 (28) 32 

Convertible capital note 2... 2... eee 0.0 5.0 0.0 

Non-current liabilities... ee 0.4 0.2 (50) 0.2 

Current liabilities), 226 eb ese ed bean bd Re Re eee eee eS 6.9 10.6 54 8.0 





11.3 18.6 66 11.4 


INTERIM CONSOLIDATED FINANCIAL STATEMENTS 


FOR THE SIX MONTHS ENDED JUNE 30, 1999 
CASH FLOW STATEMENTS 


Six months ended 


1998 

Funds generated from operations ... 2.2... 0.0.0... eee eee ee 1.2 

Change in net working capital... 6... ee (0.1) 
Cash flow from operations .. 1... 0.0.0.0... eee ee eee 1.1 

Investments; Net 05 cb ce cde dwn ears Oe be Rhee eee eS rea bad (0.5) 
Cash flow: before financing: : yc. 4 eas veda Pe OR ER ea ES 0.6 
Non-current liabilities, increase (+), decrease (-) ...........00 000005 0.4 
Dividends: ¢ ae240% te ebe4b cheer te cae bet oe ee ees Ob heer (0.6) 
Adjustinents? oso % «accuse ech hoes b caghaws bed tS oy era eet 0.0 
Change in cash and bank accounts, increase (+), decrease (-)........... 0.4 


June 30, 





Year ended 

December 31, 
1999 1998 
0.0 0.6 
04 (0.2) 
0.4 0.4 
a (3) 
(0.7) 0.9) 
50 02 
(0.2) (0.6) 
01 00 
42 (1.3) 


AUDITORS’ REPORT—1998 


Auditor’s report to the shareholders of Data Fellows Corporation 


We have audited the accounting, the financial statements and the corporate governance of Data Fellows 
Corporation for the financial year 1998. The financial statements, which include the report of the Board of 
Directors, and the consolidated and parent company income statements, balance sheets and notes to the financial 
statements, have been prepared by the Board of Directors and the Chief Executive Officer. Based on our audit we 
express an opinion on these financial statements and on corporate governance. 


We have conducted our audit in accordance with Finnish Standards on Auditing. Those standards require that 
we perform the audit to obtain reasonable assurance that the financial statements are free of material misstatements. 
An audit includes examining on a test basis evidence supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and significant estimates made by management as well as 
evaluating the overall financial statement presentation. The purpose of our audit of corporate governance is to 
examine that the members of the Board of Directors and the Chief Executive Officer have legally complied with the 
rules of the Companies Act. 


In our opinion, the revised financial statements, which show a net loss of FIM 12,253,210.01 in the 
consolidated income statement, have been prepared in accordance with the Accounting Act and other rules and 
regulations governing the preparation of financial statements. The financial statements give a true and fair view, as 
defined in the Accounting Act, of the consolidated and parent companies’ results of operations and financial 
position. The financial statements and consolidated financial statements can be adopted and the members of the 
Board of Directors and the Chief Executive Officer of the parent company can be discharged from liability for the 
period audited by us. The proposal by the Board of Directors regarding the distributable equity is in compliance 
with the Companies Act. 


Espoo, September 30, 1999 


TILINTARKASTAJIEN OY — ERNST & YOUNG 
Authorized Public Accountants 


Tomi Englund 
Authorized Public Accountant 


AUDITORS’ REPORT—1997 


Auditor’s report to the shareholders of Data Fellows Corporation 


I have audited the accounting, the financial statements and the corporate governance of Data Fellows 
Corporation for the period of 01.01.1997 - 31.12.1997. The financial statements, which include the report of the 
Board of Directors, consolidated and parent company income statements, balance sheets and notes to the financial 
statements, have been prepared by the Board of Directors and the Managing Director. Based on the audit I express 
an opinion on these financial statements and on corporate governance. 


I have conducted the audit in accordance with Finnish Standards on Auditing. Those standards require that I 
perform the audit to obtain a reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining on a test basis evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by the management 
as well as evaluating the overall financial statement presentation. The purpose of my audit of corporate governance 
is to examine that the members of the Board of Directors and the Managing Director have legally complied with the 
rules of the Companies Act. 


In my opinion the financial statements have been prepared in accordance with the Accounting Act and other 
rules and regulations governing the preparation of financial statements. The financial statements give a true and fair 
view, as defined in the Accounting Act, both of the consolidated and parent companies’ result of operations as well 
as of the financial position. The financial statements with the consolidated financial statements can be adopted and 
the members of the Board of Directors and the Managing Director of the parent company can be discharged from 
liability for the period audited by me. The proposal by the Board of Directors regarding the distribution of the profit 
of the parent company FIM 19,192,981.55 profit of the period is in compliance with the Companies Act. 


Espoo, the 8" of May in 1998 
Tarmo Haapasaari 
Authorized Public Accountant 


AUDITORS’ REPORT—1996 


Auditor’s report to the shareholders of Data Fellows Corporation 


I have audited the accounting, the financial statements and the corporate governance of Data Fellows 
Corporation for the period of 01.01.1996 - 31.12.1996. The financial statements, which include the report of the 
Board of Directors, consolidated and parent company income statements, balance sheets and notes to the financial 
statements, have been prepared by the Board of Directors and the Managing Director. Based on the audit I express 
an opinion on these financial statements and on corporate governance. 


I have conducted the audit in accordance with Finnish Standards on Auditing. Those standards require that I 
perform the audit to obtain a reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining on a test basis evidence supporting the amounts and disclosures in the 
financial statements, assessing the accounting principles used and significant estimates made by the management 
as well as evaluating the overall financial statement presentation. The purpose of my audit of corporate governance 
is to examine that the members of the Board of Directors and the Managing Director have legally complied with the 
rules of the Companies Act. 


In my opinion the financial statements have been prepared in accordance with the Accounting Act and other 
rules and regulations governing the preparation of financial statements. The financial statements give a true and fair 
view, as defined in the Accounting Act, both of the consolidated and parent companies’ result of operations as well 
as of the financial position. The financial statements with the consolidated financial statements can be adopted and 
the members of the Board of Directors and the Managing Director of the parent company can be discharged from 
liability for the period audited by me. The proposal by the Board of Directors regarding the distribution of the profit 
of the parent company FIM 12,053,812.24 profit of the period is in compliance with the Companies Act. 


Espoo, the 9" of May in 1997 
Tarmo Haapasaari 
Authorized Public Accountant 


F-20 


ACCOUNTING PRINCIPLES OF THE 
HISTORICAL STATUTORY CONSOLIDATED FINANCIAL STATEMENTS 


Currency-denominated items 


The foreign currency-denominated receivables and liabilities are converted to Finnish Markkas at the Bank of 
Finland’s average exchange rate on the last day of the year. Revenues have been corrected with the exchange rate 
difference of trade receivables, acquisitions have been corrected with the exchange difference of purchases and the 
exchange rate differences of financial items have been booked at net value to financial income and expense items. 


Consolidated financial statements 


Data Fellows’ consolidated financial statements have been prepared according to the acquisition cost method. 
The associated companies have been consolidated according to the equity method. 


The consolidated financial statements include Data Fellows Corporation and all those companies in which 
Data Fellows Corporation holds directly or indirectly shares with over 50 percent of the voting rights and the 
associated companies discussed below. 


The effect of the associated companies NameSurfer Ltd. (25% shareholding) and Vineyard International Ltd. 
(35% shareholding) has been recorded in the income statement as other operating expenses, reducing the book 
value of the shareholding. The shareholding of PDI-Consult AS (42.9% shareholding) has not been consolidated 
due to the temporary nature of the shareholding. 


The consolidated group of companies are Data Fellows Corporation (the “parent company”), 
SBS-Systems Ltd. (100% subsidiary), DF-Data Ltd. (100% subsidiary) and Data Fellows Inc. (100% subsidiary). 


Intercompany shareholding, business transactions, receivables, liabilities and paid and received dividends 
between the consolidated companies have been eliminated. The income statement of foreign group companies have 
been converted into Finnish markkas at the Bank of Finland’s average exchange rate for the accounting period and 
the balance sheets at the Bank of Finland’s average exchange rate on the closing day. 


Revenues 


Revenues includes sales proceeds and the exchange rates differences of sales less discounts as well as indirect 
taxes based on sales, such as value added tax. Revenues with respect to the trading of securities also include 
received dividends and related avoir fiscal tax credits earned by trading shares and the profit sharing received from 
the investment funds. Credit losses have been booked to other expenses. 


Revenues have been presented according to the previously followed accounting principles, where software 
license fee is recognized as revenue at the time of delivery and the maintenance fee is immediately recognized in the 
beginning of the term for both the 1997 and 1998 fiscal years. 


For the changes in accounting methods, see the item “extraordinary expenses” below. 


Other income of business activities 


Other income of business activities include the profits from the sale of property and income from other sales 
than output sales, such as grants received. 


Extraordinary expenses 


In the 1998 fiscal year, the Group changed its accounting method for recognizing sales revenues to comply 
with internationally accepted accounting principles. According to the previous revenue recognition method, 
maintenance revenues were recorded as a whole in the beginning of the period; according to the new method, 
maintenance revenues have been recorded ratably on a monthly basis during the term of the maintenance contract. 
In addition, the royalty costs with respect to maintenance revenues have been recorded as expenses according to the 
adopted revenue recognition policy. The resulting cumulative pre-tax net effect of the change in the accounting 
methods as of December 31, 1998 has been recorded as an extraordinary expense. The tax effect of the change has 
been recorded as a tax item in the accounting period and disclosed in footnote 7. 


ACCOUNTING PRINCIPLES OF THE 
HISTORICAL STATUTORY CONSOLIDATED FINANCIAL STATEMENTS (Continued) 


Taxes 


Taxes for the accounting period have been recorded on an accrual basis. Taxes include taxes based on taxable 
results of the accounting period as well as the change in deferred taxes. Taxes have been disclosed in footnote 9. The 
change with respect to the deferred taxes asset at December 31, 1998 is mainly due to the change in the revenue 
recognition policy. According to the Company’s assessment, the tax asset will be realized in the future. 


Fixed assets and depreciation 


The balance sheet value of the fixed assets consists of the acquisition cost less depreciation and other 
deductions. Depreciation according to plan is calculated on a straight line basis on the fixed assets, based on the 
estimated economic life of the commodity. Depreciation according to plan is being applied for the first time in 
fiscal year 1998. The economic life of fixed assets are as follows: 








Group of fixed assets Economic life 
Machinery and equipment/computing equipment ............ 0.00.00 eee 3 years 
Machinery and equipment/cars ... 2... 2. eee eee 8 years 
Machinery and equipment/other equipment......... 0.0... 0000. eee ee ee eee 8 years 
Other tangible:asséts'. coco 4g eed OSE Se Se RRR ERE dae bee e eee ES 5 years 
Other: capitalized.expenditure...« + oa s.24e4.¢4aaee2 0040 beds Pee EE ees 8 years 


Research and product development 


Research and product development costs are expensed as incurred. 


HISTORICAL STATUTORY CONSOLIDATED FINANCIAL STATEMENTS 


Revenues ...... 


FOR THE FINANCIAL YEARS 1996-1998 
INCOME STATEMENTS 


Year Ended December 31, 


Year Ended December 31, 








Change in inventory.............. 00000 000- 
Other operating income .................04. 
Material and service................-0-0005 


Personnel expenses 
Depreciation .... 


Other operating expenses ...............00.. 


Operating income 





Financial income and expenses ............... 
Profit before extraordinary items .............. 
Extraordinary items +/-............0..0-0005 


Profit (loss) before 
untaxed reserves 





change in 
ANd TAKES 3s os ke Ee oR ES 


Change in untaxed reserves..............-04. 


Income taxes... . 





1996 1997 1998 1996 1997 1998 
(in FIM millions) (in euro millions) 
40.9 76.5 109.0 6.9 12.9 18.3 
11.2 9.2 (7.0) 1.9 1.5 (1.2) 
1.4 1.3 0.9 0.2 0.2 0.2 
(26.1) (34.5) (36.9)| (4.4) (5.8) (6.2) 
(6.9) (17.9) (31.6)} (1.2) @.0) (53) 
(0.5) (14) (2.1)) (0.1) (02) (04) 
(2.5) (5.8) (19.7)} (04) (1.0) @.3) 
17.4 27.3 12.8 2.9 4.6 2.1 
0.1 0.1 0.0 0.0 0.0 0.0 
17.5 27.4 12.8 2.9 4.6 2i2 
0.0 0.0 (29.0)| 0.0 0.0 (4.9) 
17.5 27.4 (16.2) 2.9 4.6 (2.7) 
0.0 0.2 0.0 0.0 0.0 0.0 
(4.6) (7.9) 40] (0.8) (1.3) 0.7 
0.0 0.0 0.0 0.0 0.0 (0.0) 
12.9 19.8 (12.2) 22 3.3 (2.1) 











HISTORICAL STATUTORY CONSOLIDATED FINANCIAL STATEMENTS 
FOR THE FINANCIAL YEARS 1996-1998 


BALANCE SHEETS 


ASSETS 
NON-CURRENT ASSETS 


Intangible: Assets, 4.4.04 .aes: tau wink oS waorede ad 
Tangible assets... 2.2... ee eee 
Bonds and shares ...........0.0 0000: e ee eeee 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
SHAREHOLDERS’ EQUITY 


Share:capital! .45 bcasesana be pe ua eee eee ees 
SHAE MSSUCS iw ep eA ARO PD eaE EEE RE CaS eE 
Share premium account .............0.-000005 
Retaiied earnings? ...3205% eax Sees ewes Be RA 
Net income for the period .................0.. 


Total shareholders’ equity ................20-. 


Untaxed reserves ...... 0.00.0. ee eee 


LIABILITIES 


Non-current liabilities ........... 0.000000 000 
Current Iiabilities: «..4.0¢-c405 e242 aches ek Peale Ox 
Totak-WabilitiéS: «222 49, 4 2 yaw 22s co ewe Se ees 


TOTAL LIABILITIES AND 


SHAREHOLDERS’ EQUITY ................ 


As at December 31, 


As at December 31, 





1996 


1997 


1998 


1996 


1997 


1998 





(in FIM millions) 


(in euro millions) 














0.0 1.2 1.4 0.0 0.2 0.2 
1.4 29 6.7 0.2 0.4 I 
0.0 0.5 1.9 0.0 0.0 0.3 
1.4 4.2 10.0 0.2 0.7 1.7 
15.8 24.9 18.0 2.7 4.2 3.0 
0.0 0.0 4.9 0.0 0.0 0.8 
6.4 L723 30.3 1.1 2.9 5.1 
2.1 5.4 4.5 0.4 0.9 0.8 
24.3 47.6 57.7 4.1 8.0 9.7 
25.7 51.8 67.7 4.3 8.7 11.4 
0.0 0.0 1.0 0.0 0.0 0.2 
0.0 1.0 0.0 0.0 0.2 0.0 
0.0 0.0 0.0 0.0 0.0 0.0 
4.4 13.8 30.3 0.7 2.3 5.1 
12.9 19.8 (12.3) 2.2 3.3 (2.1) 
17.3 34.6 19.0 2.9 5.8 3.2 
0.2 0.0 0.0 0.0 0.0 0.0 
0.2 0.0 1.0 0.0 0.0 0.2 
7.9 17.1 47.7 1.3 2.9 8.0 
8.1 17.2 48.7 1.4 2.9 8.2 
25.7 51.8 67.7 4.3 8.7 11.4 











HISTORICAL STATUTORY CONSOLIDATED FINANCIAL STATEMENTS 


FOR THE FINANCIAL YEARS 1996-1998 
CASH FLOW STATEMENTS 
































Year Ended Year Ended 
December 31, December 31, 
1997 1998 1997 1998 
(in FIM millions) (in euro millions) 
Operations 
Funds generated from operations 
Operating come... 6 ca0 044 vawaseda reeacead eagvacnads 27.3 12.8 4.6 2.1 
Extraordinary items ...... 0.0.0.0... eee ee eee 0.0 (29.0) 0.0 (4.9) 
Depreciation and write-down of non-current assets ............. 1.4 2.1 0.2 0.4 
Financial income and expenses............ 000000 e eee eee 0.1 0.0 0.0 0.0 
INCOME taXGSs) ce ks ee han Sanka dim aeeenaey daz ede: (7.8) 4.0 (1.3) 0.7 
Totals ec 34-44 5 bGh4 44845 GAH b0S4 cede EER heed eS oes 21.0 (10.1) 3.5 (1.7) 
Change in net working capital 
Inventories, increase (-), decrease (+) ...... 0.0.0. eee eae (9.2) 7.0 (1.5) 1.2 
Short-term receivables increase (-), decrease (+) ............04- (10.8) (18.0) (1.8) (3.0) 
Non-interest bearing current increase (-), decrease (+) ........... 9.3 30.6 1.6 5.1 
Totals: e.c00 ch bebe ee eee eae hee CER ERA D EGE PELE EES (10.7) 19.5 (1.8) 3.3 
Cash flow from operations............... 0.0000 eee eae 10.3 9.4 17 1.6 
Investments 
Investments in non-current assets ... 2.0.0.0... 0c eee eee (4.3) (7.9) (0.7) (1.3) 
Cash flow before financing .................. 000000 eae 6.0 1.5 1.0 0.3 
Financing 
Non-current liabilities, increase (+), decrease (-).............-. (0.2) 1.0 (0.0) 0.2 
Dividends: ..: v4 4403 Saag ead peagetad bbas ve Oe Sasa s (1.7) (3.3) (0.3) (0.6) 
Wotalis & sy Ged ch gets act Sadie death balou ye bea ato bats tes (1.9) (2.2) (0.3) (0.4) 
Adjustments: 3.04 5 225.0 Bie wd ee eaidia ae bos id ee gee (0.8) (0.1) (0.1) (0.0) 
Change in cash and bank accounts, increase (+), decrease (-).... 3.3 (0.8) 0.6 (0.1) 


NOTES TO THE HISTORICAL STATUTORY 
CONSOLIDATED FINANCIAL STATEMENTS 






































Year Ended Year Ended 
December 31, December 31, 
1997 1998 1997 1998 
(in FIM millions) (in euro millions) 

1. Revenues and other operating income 

Revenues by market area 

Nordic countries... 0 ee eee 31.7 53.4 5.3 9.0 

Other European countries... 2.2... 0... ee ee ee ee 24.5 22.0 4.1 3.7 

North-America .. 0... 0 eee eee TA 22.8 1.2, 3.8 

Rest:of the world + .2«ciecedeaeeve ds teaewet dee news 13.2 10.9 2.2 1.8 

Total Others. cx 1d ech eat yet hyde chat ek BO ee ee 44.8 55.7 75 9.4 

Total Revenues... 0.0... eee 76.5 109.1 12.9 18.3 

Revenues by operations 

Product: SaléS. x 323 bn. boe5 86. choo oo b0 eae OS RE edad 63.4 81.8 10.7 13.8 

Investment activities .. 6... 13.1 27.3 2.2 4.6 

Total Revenues 403. sie se sags aS Bare ee ees Daeg 76.5 109.1 12.9 18.3 

Other operating income 

Product development allowances .............0000000 5 1.1 0.7 0.2 0.1 

OMCD sa Fett ata Pre @ eves Sok Hepes erie 4 tay een a aes 0.2 0.2 0.0 0.0 

Totals oscd2 26s Sl oo eae Paw SRS G as Bee es 1.3 0.9 0.2 0.2 
2. Material and services 

Material 

Purchases/Investment activities ............. 000000000 (19.2) (16.7) (3.2) (2.8) 

Change in inventories .... 2.2... 0... ee eee ee 9.2 (7.0) 1.5 (1.2) 

Total.32-2444.4 n6249% 208 Pee ee ee eee aed (10.0) (23.7) (4.8) (4.0) 

External services and other purchases during the financial year. (15.3) (20.2) (2.6) (3.4) 

Total material and services... 1.0... 0. (25.3) (43.9) (7.4) (7.4) 
3. Personnel expenses 

Personnel expenses 

Wages and salaries .... 2... 0... ce ee (14.4) (24.5) (2.4) (4.1) 

PCHSION: EXPENSES” 25.8 gouge ne dae eGR GEE REA E Hee (2.1) (3.4) (0.4) (0.6) 

Other social expenses ... 1.2... 0... e cee eee (1.4) (3.6) (0.2) (0.6) 

NOVA ace nosh t irate a ee eee age a A ee eRe, Beene Gee (17.9) (31.5) (3.0) (5.3) 

Wages and salaries 

Managing directors... 2.2.0... eee ee (0.8) (0.8) (0.1) (0.1) 

Members of the Boards of Directors ...............004. (0.4) (0.7) (0.0) (0.1) 

Other personnel ie gc .205 bt anes PS a eee ee a (13.2) (23.0) (2.2) (3.9) 

NOGA se 5.do aractea a haon eretean © eek ahatia aah s Graton oh alate (14.4) (24.5) (2.4) (4.1) 

Average number of personnel....................... 53 108 

Loans granted to managing directors of group companies 

and to members of the Board of Directors? .......... 0.0 0.1 





(1) The interest rate with respect to these loans is the Bank of Finland’s base rate plus one percent. The average 
maturity of these loans is six months. 


4. 


5. 


6. 


7. 


8. 


9. 


NOTES TO THE HISTORICAL STATUTORY 


CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
























































Year Ended Year Ended 
December 31, December 31, 
1997 1998 1997 1998 
(in FIM millions) (in euro millions) 

Depreciation 

Depreciation from non-current assets 

Tangible assets... 2... ee (1.1) (1.7) (0.2) (0.3) 

Intangible assets:22 «ca ave sau oe ds Seas bee sea ged (0.3) (0.4) 0.0 0.0 

Totaling os tadetad heads bee tee eh Rees, beer eee (1.4) (2.1) (0.2) (0.4) 
Other operating expenses 

Credit TOSSES! ses 5 ox ae ets eae teed wee Wee's 0.0 (1.3) 0.0 (0.2) 

REGS) 4.40 c24ad eae C8 etwas De dw Be ee eed Bes ad (0.9) (2.9) (0.2) (0.5) 

Other operating expenses... 1... 2... .. 0000 eee eee ee (4.9) (14.1) (0.8) (2.4) 

WOtats < Sierae dap acne tenant fee aen he areee hanes ee (5.8) (18.3) (1.0) (3.1) 
Financial income and expenses 

Dividend income 

Other dividends ... 0.0.0... 0... ee eee ee 0.0 0.0 0.0 0.0 

Other interest and financial income 

Other «cea eeoseaewe ano doe eee oie eee ba tee eee 0.2 0.2 0.0 0.0 

Total interest and other financial income .............. 0.2 0.2 0.0 0.0 

Interest expenses and other financial expenses 

UGE Geced 9) ag ee een ee eed ee ee ce es ae ee (0.1) 0.2 0.0 0.0 

Total financial income and expenses.................. 0.1 0.0 0.0 0.0 

Financial income and expenses include profit on exchange (net) 0.0 0.0 0.0 0.0 
Extraordinary items 

Effect of the change in accounting practice before taxes...... 0.0 29.0 0.0 4.9 

Tax effect of the change in calculation practice............ 0.0 (8.3) 0.0 (1.4) 

Reducing impact in the net income for the period .......... 0.0 20.7 0.0 3.5 
Income taxes 

Taxes from the previous financial year.................. 0.0 0.1 0.0 0.0 

Income taxes of the business activity................0.. (7.9) (0.7) (1.3) (0.1) 

Change in deferred tax liability ...................0... 0.0 4.6 0.0 0.8 

Totals: cs ate ea teh 6 bak Rees Coa WERE eee ees’ (7.9) (4.0) (1.3) 0.7 
Intangible assets 

Intangible rights 

Acquisition cost, January 1 1... 2... ee ee ee 0.0 0.0 0.0 0.0 

Acquisition cost, December 31 ............. 000002000 0.0 0.0 0.0 0.0 

Intangible rights 

Book value, December 31 .............0 2.0... 00000008 0.0 0.0 0.0 0.0 

Other capitalized expenditure 

Acquisition cost, January 1 2.1... 2. . ee ee ee 0.0 1.5 0.0 0.3 

INCE ASC: 2 i< & giant be Neo tie ee BEDE eee ee eee eee 1.5 0.6 0.3 0.0 

Acquisition cost, December 31 ..............0.00 200005 1.5 2.1 0.3 0.3 

Accumulated depreciation, January 1................... 0.0 0.3 0.0 0.0 

Depreciation for the financial year .................0.. (0.3) (0.4) 0.0 0.0 

Accumulated depreciation, December 31 ................ (0.3) (0.7) 0.0 (0.1) 

Other capitalized expenditure 

Book value, December 31,..............0. 000000 cues 1.2 1.4 0.2 0.2 

Intangible assets 

Total book value, December 31, ........... 0.0.0.0 00005 12 1.4 0.2 0.2 
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10. Tangible assets 
Machinery and equipment 





Year Ended Year Ended 
December 31, December 31, 
1997 1998 1997 1998 





(in FIM millions) 





(in euro millions) 

















Acquisition cost, January 1 2.1... . 2. ee ee ee 2.1 4.4 0.4 0.7 
INCPCASE...c.22 5 FAG 4 EEE EEA EERE SE EOS ERS Gee SoA 23 6.1 0.4 1.0 
DECLEASE 5.3 ond oh bbe 8S eee Ged OHS Dee eS 0.0 (0.3) 0.0 0.0 
Acquisition cost, December 31 ............. 0000020000 4.4 10.3 0.7 1.7 
Accumulated depreciation, January 1................... (0.8) (1.9) (0.1) (0.3) 
Accumulated decrease depreciation .................00. 0.0 0.0 0.0 0.0 
Depreciation of the financial year..................00. (1.1) (1.7) (0.2) (0.3) 
Accumulated depreciation, December 31 ................ (1.9) (3.6) (0.3) (0.6) 
Machinery and equipment 
Book value, December 31 ........... 00.0000. 02 eee 2.5 6.7 0.4 11 
Other tangible assets 
Acquisition cost, January 1 2... 2... ee ee ee 0.0 0.0 0.0 0.0 
Acquisition cost, December 31... .......... 00000200008 0.0 0.0 0.0 0.0 
Accumulated depreciation, January 1................... 0.0 0.0 0.0 0.0 
Depreciation of the financial year................-00.0. 0.0 0.0 0.0 0.0 
Accumulated depreciation, December 31 ................ 0.0 0.0 0.0 0.0 
Other tangible assets 
Book value, December 31 ........... 0.0.0.0. 000 ae 0.0 0.0 0.0 0.0 
Tangible assets 
Total book value, December 31 ........... 0.00.00 0005 2.5 6.7 0.4 1.1 
Subsidiaries 
Shares owned by the parent company 
Parent 
company Own 
share of Number of Nominal Book value capital Profit/loss 
holding — % shares value (FIM) (FIM) (FIM) 
DF-Data Ltd., Helsinki, Finland.......... 100 15 1,000 FIM 0.0 0.0 0.0 
SBS-Systems Ltd., Helsinki............. 100 20 1,000 FIM 0.0 0.0 0.0 
Data Fellows Inc., San Jose, USA ........ 100 5,000 1 USD 0.0 0.9 0.3 
TOTAL ..8 44. e240 63408 MOR eae ees 0.1 1.0 0.3 
Associated companies 
Shares owned by the parent company 
Parent 
Group company Own 
share of share of Number of Nominal Book value capital 
holding — % holding — % shares value FIM) (FIM) 
PDI-Consults AS, Norway ........... 43 43 150 =—1,000 NOK 1.4 (0.8) 
NameSurfer Ltd., Helsinki, Finland ..... 25 25 66 1,000 FIM 0.4 (0.1) 
Vineyard International Ltd., Helsinki, 
Finland) sy. oes eed bv pee ee eel 35 35 3,500 1 FIM 0.2 0.1) 
TOW Me oes ete eiah dS Soak arenes ears ee 2.0 (1.0) 


Other shares of parent company 


Shares owned by the parent company 





Nominal Book 

Parent company Number of value value 

share of holding — % shares (FIM) (FIM) 
1 9 0.1 


Ltd. Pickala Golf AB Share nr 9, A-series ......... — 
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As at As at 


























December 31, December 31, 
1997 1998 1997 1998 
(in FIM millions) (in euro millions) 

12. Inventories 

Other inventories 

Trading securities, book value ................000005 24.9 18.0 4.2 3.0 

Trading securities, market value ...............0-0005 25.0 21.4 4.2 3.6 
13. Financial assets 

Short-term receivables 

Accounts receivable ... 0.0... 0.0.0.0 11.4 18.0 1.9 3.0 

Receivables from associated companies 

Prepaid expenses and accrued income ................-. 0.0 1.5 0.0 0.3 

Receivables from other 

Loan recetvables:.. 22.400 04 2044 04444 abd SEES EER 1.1 0.9 0.2 0.1 

Prepaid expenses and accrued income ................-. 4.4 9.0 0.7 1.5 

Other receivables: 2 ia. oe heer a ee OEE ae ee ON Sere eS 0.4 0.9 0.0 0.1 

MOA. seis, og Sesieacsin tie gd each inate are aratsae e.g k atae aae ara 5.9 10.8 1.0 1.8 

Total receivables... 1.2... 0... cee eee 17.3 30.3 2.9 5.1 
14. Shareholders’ equity 

Share capital, January 1 ... 1.0.0... . 2. eee ee eee 0.0 1.0 0.0 0.2 

Capitalization issue... 2... ee 1.0 0.0 0.2 0.0 

Share capital, December 31 ........... 0.0.0.0 000005 1.0 1.0 0.2 0.2 

Share premium account. ....... 0.0... 0. e eee eee 0.0 0.0 0.0 0.0 

Retained earnings, January 1 .................0-00005 17.3 33.6 2.9 5.7 

Dividends: .5 4244 0625 88.0 bees Gees bees PEAS Deke a (1.7) (3.3) (0.3) (0.6) 

Conversion difference ...... 0.0.0.0. 0c eee ee eee (0.8) (0.1) (0.1) (0.0) 

Capitalization issue... 2... eee (1.0) 0.0 (0.2) 0.0 

Retained earnings, December 31.................000. 13.8 30.3 2.3 5.1 

Net income for the period ........... 2... 00000000 oe 19.8 (12.3) 3.3 (2.1) 

Total shareholders’ equity ............ 0.0000 34.6 19.0 5.8 3.2 

Distributable shareholders’ equity. ...............000. 33.6 17.8 Sef 3.0 


NOTES TO THE HISTORICAL STATUTORY 
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At December 31, 1998, the Company had 670,000 shares issued and outstanding. In 1999, the number of 
shares was multiplied by twenty, after which the capital stock consisted of 13,400,000 shares. Between January 1, 
1999 and September 30, 1999 the Company issued 74,000 new shares, increasing the capital stock by € 1,480 which 
represents 0.5 percent of the capital stock as of December 31, 1998. 


In 1999, the Company issued five-year convertible capital notes in the aggregate principal amount of 
€ 5.0 million. Each note was issued in the principal amount of € 100,000 and the notes bear annual interest at the 
rate of two percent. Each € 100,000 note entitles the holder thereof to convert the note into a maximum of 9,000 
shares and to a minimum of 4,500 shares of the Company. In the event the entire principal amount of the convertible 
capital notes is converted into Shares, the Company’s share capital will be increased by € 9,000, representing 
450,000 Shares. 


15. Options 

On April 22, 1998, the shareholder’s meeting decided to issue a total of 1,600,000 options, consisting of 
560,000 series A options, 560,000 series B options and 480,000 series C options. Each option entitles the holder to 
subscribe for one share during the following periods: 

Series A options: April 1, 2000 — March 31, 2003; 

Series B options: April 1, 2001 — March 31, 2004; and 

Series C options: April 1, 2002 — March 31, 2005. 

The options issued provide for the subscription of 1.6 million shares in total, which represents 10.7 percent of 
the company capital stock and the voting power on December 31, 1998. 


The subscription in full would increase the capital stock by € 32,000. 
The exercise price of the options is € 0.852881. 


On August 10, 1999 the shareholder’s meeting decided to issue 712,000 options expiring September 30, 2005. 
Each option entitles the holder to subscribe for one share at € 3.92 per share. 


The subscription in full will increase the capital stock with € 14,240. 


In addition, on August 10, 1999 the shareholder’s meeting authorized the Board of Directors until July 30, 
2000 to issue a maximum of 1,200,000 options, the subscription price of which will be determined later. Each 
option entitles the holder to subscribe for one share between January 1, 2001 and September 30, 2005. The two 
latter option programs established on August 10, 1999 will be allocated into classes A, B, C and D depending on the 
period they are granted. The subscription period expires on September 30, 2005 for each class. 


The maximum dilution effect of the issuance of the capital stock, options and convertible capital notes 
described in footnotes 14 and 15 is 4,036,000 shares on aggregate or 23.1 percent of the company’s capital stock 
after dilution. 
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As at As at 
December 31, December 31, 
1997 1998 1997 1998 
(in FIM millions) (in euro millions) 
16. Liabilities 
Non-current liabilities .............. 0.0.0.0. 000 ee 0.0 1.0 0.0 0.2 
Current liabilities 
Liabilities from the associated companies............... 0.0 0.1 0.0 0.0 
Liabilities to other 
Accounts payable .. 2.0... 2. ee ee eee 4.4 1.9 0.7 0.3 
Accrued €Xpenses. ceed dvs was eae e ea dae abe CaS 12.7 12.9 Zelk 2.2 
Deferred Teyenue® .026.4.4.0 ce dd be Sede hee hoe Ae he es — 32.9 — 5.5 
Other. cutrent habilities: «2 uc.444 0405 324 ads Sk Pewee s 0.1 (0.1) 0.0 (0.0) 
WOtAl 4.23 6 we Seek ae ae ae See ee A ees wee 17.1 47.6 2.9 8.0 
Total current liabilities... 2... ....0.. 0.0.0.0 000000008 17.1 47.7 2.9 8.0 
Total liabilities .........0.00.. 0.0.00... 0000000004 17.1 48.7 2.9 8.2 





17. Contingent liabilities 
Guaranties for others 
Rental guarantees... 2... 2... eee ee ee 0.0 0.0 0.0 0.0 


Leasing liabilities 
Leasing commitments .......... 0.0.00. cee ee eee 











Next financial periods 2 cas 5 Gas eee saw bae ha nee ews 0.0 0.1 0.0 0.0 
Ler isc sbd Pie aa slo Sosa dete Mes Adsved ges tetas 0.0 0.2 0.0 0.0 
Total: 44 i36 444054265 265 Sh4 44h) 65424. 240664 4045 0.0 0.3 0.0 0.1 
Rental liabilities 

Premises rentals in next period ................00-05- 1.9 1.9 0.3 0.3 
Over next period... 2... . ee ee ee 4.0 2.0 0.7 03 
TOA) so. Sa98 405.0849 $80 S0 Sag dbase waged Sb5.eeeu a9 3.9 1.0 0.7 
Other contingent liabilities 

Bank guarantee, premises rental guarantee .............. 0.5 0.5 0.1 0.1 
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18. Income statements 


The table below sets forth the comparable restated income statements according to the Company’s newly 
adopted revenue recognition policy, excluding the change in the accounting method. In addition, effective from 
January 1, 1999, securities trading is no longer considered as one of the Company’s core businesses. As a 
consequence, the net effect of the securities trading has been represented in the financial income and expenses. 











For the Year For the Year 
Ended Ended 
December 31, December 31, 

1997 1998 1997 1998 

(in FIM millions) (in euro millions) 

REVENUES <.3.4.8-43 f26245.64 256 4.2404 o dard poe dp ob 4 ES) Sx 55.5 72.3 9.3 12.2 

Change in iWVventOry so. aca gw coe Sa doe Sw aS, Pa ee Re wae 0.0 0.0 0.0 0.0 

Other operating income ........... 0.00. eee eee 1.3 0.9 0.2 0.2 

Material and service... 2... ee ee (14.4) (18.3) (2.4) (3.1) 

Staff expenses). jana nilnd d ehh bene tee eg Sal oa ee (17.9) (31.5) (3.0) (5.3) 

DépreciaiOn:.224. g 444 64 658 SESE PER SES ESS OE SEO Se ee (1.4) (2.1) (0.2) (0.4) 

Other operating expenses .......... 0.00000 e eee eee eee (6.8) (21.4) (1.1) (3.6) 

OPERATING INCOME. *2 oc. 3 deesieoe «Gee ee & a See OE ES 16.3 (0.1) 2] (0.0) 

Financial income and expenses ........... 000000 e eee eee 3.2 3.6 0.5 0.6 

Profit (loss) before extraordinary items ...................004. 19.4 i 32 0.6 

Extraordinary items +/— 2.1... ee ee 0.0 0.0 0.0 0.0 
PROFIT (LOSS) BEFORE CHANGE IN UNTAXED RESERVES 

AND: TAXES 2 sei2a.3 oti oats Gases aod Maile doa die ecw aad 19.4 3.5 3.2 0.6 

Change in untaxed reserves... 2... 0... cee eee eee 0.0 0.0 0.0 0.0 

MIC OME CAKCS 2. 5, 252s, Sects eh ee we ee etna i ese YS Tae tees dep ee dais hey ae sects ee ae en ee (5.5) (1.6) (0.9) (0.3) 

Translation differences ... 2... 2.20.00... eee eee eee 0.0 (0.1) 0.0 0.0 

PROFIT (LOSS) FOR THE FINANCIAL YEAR ............... 13.9 1.9 2.3 0.3 


ANNEX A 


SUMMARY OF CERTAIN DIFFERENCES BETWEEN FINNISH GAAP AND U.S. GAAP 


The Company’s consolidated financial statements are prepared in accordance with Finnish GAAP, which 
differs in certain respects from U.S. GAAP. Set forth below is a brief description of certain differences between 
Finnish GAAP and U.S. GAAP having potential relevance with respect to the Company. This information is not 
intended to provide a comprehensive listing of such differences specifically in relation to the Company or the 
specific industry in which it operates, but rather a brief presentation of certain potential differences. Moreover, U.S. 
GAAP is generally more restrictive and more comprehensive than Finnish GAAP regarding account classification 
and disclosure requirements, respectively. Such differences are not discussed in this Annex. 


Leases 


Finnish GAAP allows, but does not require, leases to be classified and accounted for as capital leases in the 
consolidated financial statements if substantially all the benefits and risks of ownership have been transferred to the 
lessee. Under U.S. GAAP, a lease that transfers substantially all the benefits and risks of ownership is accounted for 
as an acquisition of an asset and the incurrence of an obligation by the lessee (a “capital lease”). Other leases are 
accounted for as operating leases. With regards to the Company, leases that would meet the criteria of a capital lease 
are considered immaterial. 


Pensions and Other Post-Retirement Benefits 


Finnish GAAP does not specifically address the accounting for pensions or for other post-retirement benefits, 
such as healthcare, as in Finland these benefits are generally covered by various statutory schemes whereby the 
employer’s liability is fully covered by annual salary-based charges. Generally, companies in a consolidated group 
account for various pension schemes in accordance with local conditions and practices in the countries in which 
they operate. Statutory pensions and post-retirement benefits are not required in the United States. 


In Finland, pension schemes are generally defined benefit plans with retirement, disability, death and 
termination benefits and are generally funded through salary-based payments to insurance companies as deter- 
mined by periodic actuarial calculations. These annual payments provide full liability coverage and, in the case of 
termination of employment, the insurance company carries forward the liability of the employee. Under U.S. 
GAAP, pensions and other post-retirement benefits, if provided for the employee, are accounted for on an accrual 
basis using specific actuarial methodologies, with accruals reflected in the income statement systematically over 
the working life of each employee covered by such plans. 


Under Finnish GAAP, no provision is required for pension liability as the statutory charges are considered to 
fully cover the pension liability in the case of termination of employment. For U.S. GAAP purposes, however, a 
specific actuarial model has been determined to estimate the U.S. GAAP equivalent liability for the statutory 
Finnish pension schemes. 


Investments in Equity and Debt Securities 


Under Finnish GAAP, short-term investments are recorded at the lower of cost or market value; adjustments 
reflecting changes in market value are included in financial income or expense. Long-term investments are 
recorded at the lower of cost or market value (significant and permanent declines), determined on an individual 
security basis. Write-downs for significant, permanent declines in value are recorded in financial expenses. Under 
U.S. GAAP, investments in equity securities with readily determinable fair market values and debt securities are 
required to be classified into one of the following three categories and accounted for as follows: 


(i) Debt securities that the enterprise has the intent and ability to hold to maturity are classified as 
held-to-maturity securities and are reported at amortized cost; 


(ii) Debt and equity securities that are bought and held principally for the purpose of selling them in the near 
term are classified as trading and reported at fair market value, with unrealized gains and losses included 
in financial income and expense currently; and 


(iii) Debt and equity securities not classified as either held-to-maturity securities or trading securities are 
classified as available-for-sale securities and reported at fair market value, with unrealized gains and 


losses excluded from income and reported, net of applicable taxes, in a separate component of sharehold- 
ers’ equity. 


Capitalization of Software Development Costs 


Under Finnish GAAP, software development costs can either be expensed as incurred or, alternatively, if 
certain conditions are met, can be capitalized and amortized during the useful life of the asset. Under U.S. GAAP, 
the adoption of SFAS 86 would require capitalization of certain software development costs. Such capitalization 
would not commence until the technological feasibility of the product was established and would cease when the 
product had been deemed available for general release to customers. 


Comprehensive Income 


Under U.S. GAAP following the adoption of SFAS No. 130, an entity should report “Comprehensive 
Income.” Comprehensive Income is net income and other changes in assets and liabilities not reported in net 
income, but rather reported as a separate component of shareholders’ equity. Currently, SEAS 130 “Comprehensive 
Income” includes the following: (i) foreign currency items such as translation adjustments, (ii) gains and losses 
from transactions designated as hedges and gains and losses from certain intercompany transactions, 
(111) unrealized gains and losses on investments, and (iv) minimum pension liability adjustments. 


ANNEX B 


KEY FIGURES AND FINANCIAL RATIOS OF DATA FELLOWS 


Set forth below are certain key figures and financial ratios of Data Fellows for the three years ended 
December 31, 1998. Such key figures and financial ratios are based upon and derived from the Restated Consoli- 
dated Financial Statements included elsewhere in this Offering Memorandum. 








Year ended December 31, Six months ended June 30, 
1996 1997 1998 1998 1999 
(in euro millions, unless otherwise provided) 

Revenue growth (as a percentage) ..... — 127% 31% —2) 64% 
Gross margin (as a percentage)....... 78% 81% 81% 83% 84% 
Sales and marketing expenses as a 

percentage of revenues ........... 20% 25% 40% 33% 48% 
Research and development expenses 

as a percentage of revenues........ 17% 20% 32% 31% 35% 
General and administrative expenses 

as a percentage of revenues........ 7% 6% 10% T% 11% 
Operating income as a percentage of 

TEVENUES  i.25 eed Se Re 34% 29% 0% 12% (9%) 
Investments in non-current assets...... 0.2 0.7 1.3 0.5 1.1 

as a percentage of revenues........ 5% 8% 11% 9% 12% 


Per share data: 


Earnings per share (EPS), in euros® ... 0.06 0.12 0.02 0.05 (0.01) 
Equity per share, in euros?) ......... 0.08 0.17 0.16 0.19 0.14 
Adjusted number of shares on average .. 19,500,000 19,800,000 20,100,000 | 20,100,000 20,100,000 
Adjusted number of shares on average 


together with dilution effect........ 19,500,000 19,800,000 21,700,000 | 20,900,000 22,837,500 
Adjusted number of shares at the end of 
the year oc. 4 sia bebe nde htda d 19,500,000 20,100,000 20,100,000 | 20,100,000 20,100,000 


Adjusted number of shares at the end of 


the year together with 
dilution Sheet 4.64 ayvages eases 19,500,000 20,100,000 22,500,000 | 22,500,000 23,175,000 








“) The Company did not prepare comparable restated financial statements for the year ended December 31, 1995. 
°) The Company did not prepare an interim report for the first six months of 1997. 
&) Per share information has been calculated by using the current number of shares outstanding, 20,254,875. 


“ Assuming that a total of 2,400,000 Shares will be subscribed pursuant to all the options issued by the Company and the convertible capital 
notes will be converted into 675,000 shares. 


Definitions of Financial Ratios and Key Indicators 


Profit before extraordinary items - taxes +/- minority interest 





Earnings per share: 
Current number of shares 


Shareholders’ equity 





Equity per share: 
Current number of shares 
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